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Meetinq of the Federal Open Market Committee 


July 2-3, 1991 


A meeting of the Federal Open Market Committee was held in 


the offices of the Board of Governors of the Federal Reserve System in 


Washington, D.C., on Tuesday, July 2, 1991, at 2:30 p.m. and was 
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Ms. Danker and Mr. Brady,’Section Chiefs, Division of 
Moneta y Affairs, Board of Governors .Mr. Oliner,f Senior Economist, Division of Research and 
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of Monetary Affairs, Board of Governors 
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1. 	 Attended portion of meeting relating to the Committee’s discussion 

of the economic outlook and its longer-run objectives for monetary 

and debt aggregates. 




T r a n s c r i p t  of F e d e r a l  Open Market Committee Meeting o f  
J u l y  2 - 3 ,  1 9 9 1  

J u l y  2 .  1991--Af ternoon S e s s i o n  

MR. CROSS.  [ S t a t e m e n t - - s e e  Appendix.]  

CHAIRMAN GREENSPAN. Q u e s t i o n s  f o r  Sam? L e e  

MR. HOSKINS. Sam, what i s  our  o u t s t a n d i n g  f o r e i g n  c u r r e n c y  
exposure  now r e l a t i v e  t o  t h e  l i m i t ?  

MR. CROSS.  We h o l d  $20 .9  b i l l i o n  a g a i n s t  a l i m i t  o f  $25 
b i l l i o n .  

MR. PARRY. Sam, h a s  t h e  market become aware o f  t h a t  swap? 

MR. CROSS. The marke t  h a s  not  become aware of e x a c t l y  what 
h a s  t a k e n  p l a c e .  The market  d i d  n o t i c e ,  a s  I menrioned i n  my 
comments, t h a t  t h e  Bundesbank was s e l l i n g  Treasury  s e c u r i t i e s ,  which 
t h e y  needed t o  do i n  o r d e r  t o  p o s i t i o n  themse lves  f o r  t h i s .  And t h e  
market  h a s  seen  t h e  T r e a s u r y ’ s  b a l a n c e  s h e e t ,  r e l e a s e d  y e s t e r d a y ,
which shows t h e  change i n  c e r t a i n  of t h e  a c c o u n t s .  But u n l e s s  
someth ing  h a s  happened i n  t h e  c o u r s e  of  t h e  day ,  t h e y  a r e  s t i l l  a 
l i t t l e  u n c e r t a i n  a s  t o  e x a c t l y  what t h a t  means. There  a r e  some who 
a r e  i n t e r p r e t i n g  t h e s e  moves a s  p o s i t i o n i n g  f o r  l a r g e - s c a l e
i n t e r v e n t i o n  e i t h e r  by t h e  F e d e r a l  Reserve  o r  t h e  T r e a s u r y  o r  i n  t h e  
s a l e  of t h e  Treasu ry  s e c u r i t i e s  by t h e  Bundesbank. So .  t h e y ’ v e  s e e n  
some of  t h e  d a t a  and I t h i n k  t h e y  w i l l  g e t  a c l e a r e r  view o f  t h i s  when 
t h e  Bundesbank announces i t s  b a l a n c e  s h e e t  f i g u r e s ,  which a r e  supposed 
t o  come o u t  Thursday b u t  may come o u t  on F r i d a y .  

MR. TRUMAN. They t o l d  us  t h i s  morning c l o s e  of b u s i n e s s  
tomorrow. 

MR. CROSS. I t  may be  Wednesday o r  F r i d a y .  They’ re  now 
t a l k i n g  c l o s e  o f  b u s i n e s s  Wednesday. S o ,  t h e r e  w i l l  be a s t a t e m e n t ,  
which w i l l  n o t  ment ion t h e  Uni ted  S t a t e s ,  b u t  w i l l  t a l k  abou t  a n  
exchange o f  t h e s e  r e s e r v e  a s s e t s  f o r  d o l l a r s .  I imagine p e o p l e  w i l l  
be  a b l e  t o  put  two and two t o g e t h e r  a t  t h a t  p o i n t .  

MR. PARRY. And you t h i n k  an i n t e r p r e t a t i o n  would be  t h a t  
t h i s  i s  j u s t  something r o u t i n e  o r - - ?  

MR. CROSS. Wel l ,  I t h i n k  when t h e y  s e e  e v e r y t h i n g  t h a t  h a s  
happened.  t h e y  w i l l  beg in  t o  unde r s t and  j u s t  what it was.  Up u n t i l  
now t h e y ’ v e  been wondering whether  it was a g a t h e r i n g  war c h e s t  f o r  
[ i n t e r v e n t i o n ] .  

MR. TRUMAN. Our u n d e r s t a n d i n g  i s  t h a t  when t h e  Bundesbank 
r e l e a s e s  i t s  s t a t e m e n t  a t  t h e  c l o s e  of b u s i n e s s  on Wednesday, t h e y
w i l l  s a y  t h a t  t h e i r  g r o s s  a s s e t s  and l i a b i l i t i e s  have been reduced 
because  o f  an exchange w i t h  a f o r e i g n  monetary a u t h o r i t y .  When t h e  
s t a t e m e n t  o f  t h e  System comes o u t .  g iven  t h a t  h i n t .  t h e  market  w i l l  
t h e n  presumably be a b l e  t o  p u t  it t o g e t h e r  a s  t o  what monetary
a u t h o r i t y  i s  i n v o l v e d .  We and t h e  T r e a s u r y  have worked o u t - -

MR. CROSS.  We’ve g iven  t h e  Treasu ry  a s t a t e m e n t .  
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MR. TRUMAN. - - a  general statement just saying: “Yes. the 

U.S. and German authorities have agreed to reduce their holdings, have 

been working on this for some time, and have come to a mutually agreed

off-market transaction.” 


MR. CROSS. So. by Friday when the Federal Reserve balance 

sheets come out, they will have all the information. 


MR. TRUMAN. It’s not intended to provide information on the 

whole [agreement involving] 10 billion [DMI but essentially what has 

at that point impacted on the balance sheet. 


CHAIRMAN GREENSPAN. Sam, when do we release our monthly 

reserves consolidated? 


MR. CROSS. That comes out--


MR. TRUMAN. Well, that would be much later. The System’s

monthly statement is only published in the Federal Reserve Bulletin. 


CHAIRMAN GREENSPAN. No. I think it’s released in the press

release with the Bulletin. 


MR. TRUMAN. U . S .  reserves are released about two weeks after 
the end of each month. But that combines the valuation adjustments of 
all kinds of other things, so it’s not-

CHAIRMAN GREENSPAN. These are big enough numbers. 


MR. TRUMAN. Well, in mid-July that will show what is on the 

balance sheets as of the end of June. 


CHAIRMAN GREENSPAN. It will show the Treasury [balance

sheet] as well: that’s the thing. 


MR. CROSS. It shows both. 


CHAIRMAN GREENSPAN. It shows the Treasury, the ESF--


MR. TRUMAN. The United States foreign exchange reserves, 

including Federal Reserve holdings, are shown valued at market. 


CHAIRMAN GREENSPAN. Lee. 


MR. HOSKINS. Sam. it seems to me that there might be some 

merit in having the Committee consider formally lowering the limit for 

a couple of reasons. One, it’s symmetric: it shows that we can put a 

reference point back around this Committee discussion of when we want 

to take a look at the portfolio. That is, we have to move them down 

[given that1 we move them up. Second, we can face some discussions in 
the market that we’re simply reloading--thatwe did a swap and we’re 
reloading to go after protecting [our] currency again--and I think 
that would dispel that. Lastly, I think it’s the right thing for us 
to do both in terms of the currency holdings as well as the 
warehousing arrangement: since the warehousing arrangement is $ 4 - 1 / 2
billion and the limit is $10 billion, it’s not a real limit. I don’t 
think that cuts down our flexibility. It seems to me that it 
indicates to a lot of other players-Congress, other central banks, 



and the markets--whatour intentions are with respect to the currency.

And if there is a reason that the Committee has to move, then we can 

take a look at the limit: and if we run up against it, then presumably

we’ll have a good reason for moving it. But it gives a point of 

reference and framework for discussing where we want these activities 

to take place and the magnitude and why we’re doing them. But if we 

leave the limits where they are, we’re working in an asymmetric way.

We only bump the limit when we hit it and we never lower it. 


MR. CROSS. Well. we do. of course. look at these limits 
every year. We can certainly examine it to see whether the present
limits are appropriate. The fact that it has come down from $ 2 4  to 
$21 billion is certainly a decline, but we do have to leave room in 
these limits because we are earning interest regularly on our holdings
and we always have to consider what kind of [leeway] we need in order 
to allow for the interest accruals as well as for the possibility of 
being able to operate in the market when it’s appropriate to do so .  

MR. TRUMAN. President Hoskins, I think there are two other 
considerations. One is that the arrangement, while it reduces our 
position by about $3.3 billion, pertains to a forward transaction, and 
only the first chunk o f  that has been done. So,  I think there’s a 
risk that until the full operation is completed you will confuse the 
market by lowering the limit in anticipation of what is in the 
contract but has not been put out. Secondly, as far as the 
warehousing is concerned. the Committee did consider that in February
and the amount that has been warehoused has not yet been changed since 
then. Sam and I both in our conversations with the Treasury have told 
them that we think it’s important. as this unfolds and they get the 
actual dollars, to reduce the warehousing and to bring that down 
substantially by the end of the year. S o ,  the beginning of next year,
when we have completed this operation, would seem to me the reasonable 
time to consider whether the Committee wants to change the limits. 

CHAIRMAN GREENSPAN. Other questions for Sam? If not, would 

somebody like to move [approval]? 


VICE CHAIRMAN CORRIGAN. I’ll move it. 


CHAIRMAN GREENSPAN. Is there a second? 


MR. KELLEY. Second. 


CHAIRMAN GREENSPAN. Without objection. Shall we go on to 

the Domestic Desk [report]? Joan Lovett is here, I gather: her 

colleague is off at some unannounced place doing unannounced things. 


MS. LOVETT. Presumably having a nice time! Thank you.

[Statement--seeAppendix.] 


CHAIRMAN GREENSPAN. Questions for Ms. Lovett? 


MR. KEEHN. Joan, what is likely to come out of a refunding
study, and will they [implement any change from] the third quarter 
out? 

MS. LOVETT. They are looking at an array of options. I 

believe their thinking at this point is not to try to change the whole 
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s t r u c t u r e ,  because  i t ’ s  a p r o c e s s  t h a t  h a s  worked v e r y  w e l l ,  b u t  t o  
make some a d j u s t m e n t s  around t h e  marg in .  I t ’ s  p o s s i b l e  t h a t  i f  t h e y
do d e c i d e  t o  make a change ,  t h e y  would p robab ly  want t o  make t h a t  
change known b e f o r e  we g e t  i n t o  t h e  August r e f u n d i n g  and c o n c e i v a b l y  
even b e f o r e  t h e  n e x t  round of  two- and f i v e - y e a r  n o t e  s a l e s .  

MR. PARRY. Even a f t e r  t a k i n g  i n t o  account  t h e  s t r e n g t h  o f  
economic s t a t i s t i c s  i n  t h e  month o f  May, were you s u r p r i s e d  by t h e  
amount o f  t h e  i n c r e a s e  i n  bond y i e l d s ,  e s p e c i a l l y  s i n c e  t h e r e  were 
some i n d i c a t i o n s  t h a t  f i n a n c i a l  marke t s  were f e e l i n g  a l i t t l e  b e t t e r  
o r  a t  l e a s t  it seemed t h a t  way--about  i n f l a t i o n ?  

MS. LOVETT. Yes,  some p e o p l e  f e e l  t h a t  t h e  move up t o  8 - 5 / 8  
p e r c e n t  o r  toward t h a t  l e v e l - - i t  d i d n ’ t  r e a l l y  s t a y  t h e r e - - w a s  
r e f l e c t i n g  an awfu l  l o t  a l l  a t  once .  And, t h e r e f o r e ,  t h e  y i e l d  h a s  
come back  t o  t h e  8 - 1 / 2  p e r c e n t  t r a d i n g  r ange  and it i s  s o r t  o f  b e i n g  
h e l d  i n  t h a t  r ange  because  t h e  views on b o t h  s i d e s  i n  t e rms  o f  t h e  
[ l i k e l y ]  e x t e n t  o f  t h i s  r ecove ry  seem t o  be somewhat o f f s e t t i n g .
There  i s  a concern  t h a t  even i f  t h e  r a t e  o f  i n f l a t i o n  does come down, 
a s  a n a l y s t s  s a y  t h e y  t h i n k  it w i l l ,  t h e r e  a r e  going  t o  be s u f f i c i e n t  
p r e s s u r e s  e l s e w h e r e  i n  t h e  l o n g  run  t h a t  may keep t h a t  p a r t i c u l a r  p a r t  
of  t h e  y i e l d  cu rve  from moving down much more.  In t h a t  connec t ion  
t h e y  keep l o o k i n g  a t  t h e  y i e l d  envi ronment  i n  Germany and o t h e r  
c o u n t r i e s  and f e e l  t h a t  it j u s t  may be  a f a c t o r  i n h i b i t i n g  any
p o s s i b l e  downward move i n  long  r a t e s  even if i n f l a t i o n  comes i n  
b e t t e r ,  a s  t h e y  t h i n k  i t  w i l l .  

MR. PARRY. Are t h e y  e x p e c t i n g  s t r o n g  r e a l  demands f o r  
c r e d i t ?  

MS. LOVETT. Wel l ,  t h e r e  have been a l o t  of r e p o r t s  about  
demands f o r  c r e d i t  ab road .  I t h i n k  r i g h t  now, a s  f a r  a s  peop le  can 
s e e .  t h e  major  s o u r c e  of c r e d i t  demand i s  i n  t h e  U.S. government and 
pe rhaps  t h e  s t a t e  and l o c a l  e n t i t i e s .  What t he  c o r p o r a t e  i s s u e r s  a r e  
do ing  i s n ’ t  b e i n g  seen  a s  a n  i m p o r t a n t  p a r t  of t h e  demand f o r  c r e d i t  
b u t  a s  r e s t r u c t u r i n g  t h e i r  own b a l a n c e  s h e e t s .  

CHAIRMAN GREENSPAN. O the r  q u e s t i o n s  f o r  Joan?  If n o t ,  would 
somebody l i k e  t o  move t o  r a t i f y  t h e  a c t i o n s  of  t h e  Desk s i n c e  t h e  l a s t  
mee t ing?  

V I C E  CHAIRMAN CORRIGAN.  I’ll move i t .  

CHAIRMAN GREENSPAN. Without o b j e c t i o n .  

V I C E  CHAIRMAN CORRIGAN. Mr. Chairman, cou ld  I b r i e f l y  b r i n g  
up a n o t h e r  m a t t e r  r e l a t e d  t o  Desk a c t i v i t i e s ?  

CHAIRMAN GREENSPAN. By a l l  means.  

V I C E  CHAIRMAN CORRIGAN.  The m a t t e r  i s  a l i t t l e  p r o j e c t  t h a t  
we’ve been  t h i n k i n g  about  up i n  New York and I ’ v e  touched  b a s e  w i t h  
Don Kohn on it v e r y  g e n e r a l l y .  I a f f e c t i o n a t e l y  c a l l  i t  “ s a v e  a 
t r e e . ”  The concept  i s  b a s i c a l l y  t h i s :  I ’ v e  asked t h e  two Desks t o  
p u l l  t o g e t h e r  a l i t t l e  r e p o r t  t h a t  i s  i n t e n d e d  t o  remind a l l  t h e  
Committee members o f  a l l  t h e  r o u t i n e  r e p o r t s  t h a t  t h e  two Desks put  
o u t ,  r a n g i n g  from d a i l y  t o  y e a r l y .  What we’d l i k e  t o  do i s  t o  send t o  
t h e  Committee members a paper  t h a t  o u t l i n e s  t h o s e  r e p o r t s  and t h e  
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frequency with which they’re prepared and to raise with Committee 
members the question of whether they all are needed or at least 
whether they all are needed with the same frequency that they are 
currently being produced. recognizing if nothing else that screens 
have changed the world. I am simply mentioning this for the 
Committee’s benefit right now. What I would plan on doing is to make 
this package available to Don and his people. Who knows? They may 
want to add some things to it! But after they have looked at it, then 
we’d circulate it to the Committee. It’s designed so that you can get
through it probably in 2 0  minutes or a half hour at the most and 
[provide] us some indication as to whether all these reports are still 
needed at least with the frequency with which we now produce them. As 
I said, it’s called “save a tree,” but it’s also fair to say that if 
we can whittle away at this a little, it would save a lot of time on 
the part of the people who prepare these reports. 

CHAIRMAN GREENSPAN. You’re saying that if the results come 

in in the other direction--thatmaybe if there were howls out there-


VICE CHAIRMAN CORRIGAN. That’s right. Obviously. if the 
results come in in the other direction--thatpeople really find the 
status quo valuable--we’llmaintain the status quo.  We also in this 
paper have solicited your suggestions as to whether there are some 
things we’re rn doing that we could do. But I do think. Mr. 
Chairman, that it’s worthwhile at least every now and then to take a 
look at this and make sure that all the time and effort and money that 
goes into preparing these things is producing the desired results. 

CHAIRMAN GREENSPAN. Mike Prell and Ted Truman. 


MR. PRELL. Thank you, Mr. Chairman. We’ve distributed a 

packet of charts with red lettering on it entitled “Staff Presentation 

to the Federal Open Market Committee.” Statement--seeAppendix. 


MR. TRUMAN. [Statement--seeAppendix.] 


CHAIRMAN GREENSPAN. Thank you. gentlemen. Questions for 

either? 


MR. PARRY. Mike, the chart that you had on state and local 
governments was a rather dramatic chart. We’re beginning to see a lot 
of efforts on the part of state and local governments to deal with 
these’problems. and the dollars that we’re talking about are not 
insignificant. For example. California very recently passed a series 
of laws that are going to have an impact of $ 1 5 . 7  billion: and New 
York has a sizable one as well. Typically, we don’t spend much time 
taking these kinds of influences into account, but are we missing
something here--especially when we have new developments like this? 
Is there something that we should be doing to look a little more 
deeply as to what the potential micro impacts might be? 

MR. PRELL. Well. we’ve been attempting to monitor this. We 

raised the flag long ago that there was an emerging sizable imbalance. 

And we have built into our forecast, certainly since the beginning of 

this year, a picture quite similar to what we have now of historically

quite weak state and local real purchases. 


MR. PARRY. There is a tax side as well. 
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MR. PRELL. T h a t ’ s  r i g h t ,  and we’ve b u i l t  t h a t  i n  t o o .  And 
we’ve been  n o t i n g  f o r  some t i m e  t h a t  a s m a l l  b u t  n o t  t o t a l l y
i n s i g n i f i c a n t  i n g r e d i e n t  i n  our  e x p e c t a t i o n s  f o r  consumer p r i c e s  would 
be  r e p e a t e d  inc remen t s  t o  i n d i r e c t  b u s i n e s s  t a x e s .  Tha t  p l a y s  a r o l e ,  
and ,  of  c o u r s e ,  even t h e  p r o p e r t y  t a x  i n c r e a s e s  t e n d  i n d i r e c t l y  t o  
show up i n  t h e  consumer p r i c e  index  t h r o u g h  t h e  r e n t s  and owner 
e q u i v a l e n t  r e n t  f i g u r e s .  S o ,  we t h i n k  t h o s e  a r e  b u i l t  i n t o  our  
d i s p o s a b l e  income p r o j e c t i o n .  But t h i s  i s  a s e c t o r  t h a t  i s  v e r y  ha rd  
t o  m o n i t o r .  The d a t a  s o u r c e s  a r e  poor :  t h e  numbers upon which a l l  
t h e s e  e s t i m a t e s  a r e  based  a r e  benchmarked t o  shaky d a t a  a f t e r  l o n g  
l a g s .  We cou ld  be b l i n d  s i d e d .  But a s  a S t r e e t  J o u r n a l  a r t i c l e .  
I t h i n k  of y e s t e r d a y ,  s u g g e s t e d ,  t h e r e ’ s  a v e r y  powerfu l  momentum h e r e  
a s  one l o o k s  back a t  h i s t o r y .  There  a r e  v e r y  s t r o n g  demands f o r  
s e r v i c e s :  there  a r e  v a r i o u s  i m p e r a t i v e s .  The p r i s o n s  have  t o  be  
s t a f f e d :  t h e r e  i s  a back log  o f  i n f r a s t r u c t u r e  inves tmen t  t h a t  h a s  t o  
be a t t e n d e d  t o .  S o ,  though I t h i n k  t h e  r i s k s  h e r e  a r e  r easonab ly
b a l a n c e d ,  t h e r e  i s  an ups ide  p o t e n t i a l  beyond o u r  f o r e c a s t  a s  w e l l  a s  
t h e  p o s s i b i l i t y  o f  some s h o r t f a l l .  

MR. PARRY. One o f  t h e  t h i n g s  t h a t  i s  most t r o u b l i n g  about  
t h e  C a l i f o r n i a  s i t u a t i o n  i s  t h a t  b a s i c a l l y  it i s n ’ t  a c y c l i c a l  
problem: it c l e a r l y  i s  a problem t h a t  i s  s t r u c t u r a l  i n  n a t u r e .  And 
t h a t ’ s  why I t h i n k  t h e  l i m i t a t i o n s  on t h e  growth of spend ing  and t o  
some e x t e n t  a l s o  t h e  t a x e s  a r e  l i k e l y  t o  be  permanent a s  opposed t o  
someth ing  t o  d e a l  w i t h  t h e  s h o r t - r u n  problems.  

CHAIRMAN GREENSPAN. Lee .  

MR. H O S K I N S .  I n  t h e  same v e i n .  I g u e s s :  Have you looked  
back a t  t he  Greenbook t o  s e e  i f .  a t  t h i s  p o i n t  i n  t h e  c y c l e ,  t h e r e ’ s  a 
s y s t e m a t i c  e r r o r ?  Do w e  t e n d  t o  u n d e r e s t i m a t e  t h e  expans ion?  My
i n t u i t i v e  n o t i o n  i s  t h a t  we u n d e r e s t i m a t e  money growth r a t e s ,  we 
u n d e r e s t i m a t e  t h e  expans ion ,  and we u n d e r e s t i m a t e  t h e  r a t e  of  i n c r e a s e  
i n  i n f l a t i o n .  Do you have any f e e l  f o r  t h a t ?  

MR. PRELL. We have on o c c a s i o n  s t u d i e d  t h a t .  C e r t a i n l y ,  
I ’ v e  warned f o r  some t i m e  now t h a t  most f o r e c a s t e r s  t e n d  t o  
u n d e r e s t i m a t e  t h e  ampl i tude  o f  e x p a n s i o n s :  maybe t h e  same i s  t r u e  of 
r e c e s s i o n s .  But I ’ v e  been consc ious  o f  t h e  f a c t  t h a t  by p r e s e n t i n g
t h e s e  h i g h l i g h t s  of t h e  f o r e c a s t  t h e  way I have t h a t  I have focused  
somewhat on t h e  n e g a t i v e s  because I ’ m  t r y i n g  t o  e x p l a i n  why we’ re  
e x p e c t i n g  someth ing  w e l l  s h o r t  of t h e  norm. But I t h i n k  t h e s e  do 
s t a n d  o u t - - f o r  example,  t h e  s t a t e  and l o c a l  s e c t o r - - a s  something
unusua l  i n  a c y c l i c a l  c o n t e x t .  The r e s t r a i n t  on f e d e r a l  spend ing .
g i v e n  t h e  budget  laws t h a t  have been p u t  i n  p l a c e .  i s  a n  i n n o v a t i o n  
t h a t  may s u g g e s t  a d e p a r t u r e  from t h e  p a s t .  I t  s t o o d  up th rough  t h e  
r e c e s s i o n  p e r i o d :  now, we w i l l  be i n t o  a r e c o v e r y  p e r i o d :  presumably 
t h a t  won’t  even g i v e  them t h e  o p t i o n  t h a t  t h e y  had s o  r e a d i l y  i f  t h e y  
had wanted t o  s e t  a s i d e  t h e  c o n s t r a i n t s .  And i n  t h e  c o n s t r u c t i o n  
s e c t o r ,  a s  I ’ v e  i l l u s t r a t e d ,  t h e  imba lances  seem t o  be w e l l  beyond
a n y t h i n g  i n  r e c e n t  e x p e r i e n c e .  S o .  I t h i n k  t h e r e  a r e  some r e a l  
n e g a t i v e s .  Now, we cou ld  g e t  s u r p r i s e s .  We might  do b e t t e r  i n  
i n t e r n a t i o n a l  t r a d e  t h a n  w e  have i n  t h e  f o r e c a s t :  b u s i n e s s e s  may f e e l  
a g r e a t e r  urgency  t o  modernize t h e i r  equipment and improve 
p r o d u c t i v i t y  t h e r e b y .  Maybe w e  can  g e t  a n  impu l se  there .  If 
e v e r y t h i n g  went w e l l ,  maybe consumers would f i n d  t h e  wherewi tha l  t o  
i n c r e a s e  t h e i r  spend ing  r e l a t i v e  t o  income. B u t ,  a s  I i l l u s t r a t e d ,  
b a r r i n g  a r a d i c a l  r e v i s i o n  t o  t h e  p e r s o n a l  s a v i n g  r a t e ,  we’ re  r e a l l y  
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i n  v e r y  low t e r r i t o r y .  So .  I t h i n k  i n  each  of t h e s e  c a s e s  t h e r e  a r e  
r i s k s  on t h e  up s i d e  and t h e  down s i d e :  b u t  t h e y  add up t o  something 
t h a t  s u g g e s t s  t o  us t h a t  we’ re  go ing  t o  f a l l  s h o r t  of p a s t  norms. 

MR. PARRY. Using t h e  a v e r a g e  f o r  t h e  p a s t  may be a l i t t l e  
b i t  of  a d i f f i c u l t y  [ u n i n t e l l i g i b l e ]  . There  a r e  [ r e c o v e r y  p e r i o d s ]  - - I  
t h i n k  a f t e r  t h e  ’ 8 0  and ’ 6 9 - ’ 7 0  r e c e s s i o n s - - w i t h  i n c r e a s e s  i n  t h e  
f i r s t  y e a r  t h a t  were a c t u a l l y  s m a l l e r  t h a n  what y o u ’ r e  f o r e c a s t i n g .
So .  t h e r e  a r e  some p r e c e d e n t s :  b o t h  [of t h o s e  r e c o v e r i e s ]  were 
modera te .  

MR. PRELL. Well. t h e r e  has  been o n l y  one s i n c e  t h e  Korean 
War. I t h i n k ,  t h a t  had l e s s  t h a n  6 p e r c e n t  growth f o r  t h e  f i r s t  y e a r - 
r u l i n g  o u t  t h e  a b o r t i v e  ’ 8 0  c y c l i c a l  expans ion  because  t h a t  ended s o  
q u i c k l y .  

MR. PARRY. ’69 -70?  

MR. PRELL. R i g h t .  So .  t h i s  i s  a d i s t i n c t  o u t l i e r .  which 
g i v e s  m e  some h e s i t a t i o n .  Indeed .  one o f  t h e  f e a t u r e s  of t h e  
r e c e s s i o n  t h u s  f a r  has  been a q u i t e  h e a l t h y  i n v e n t o r y  l i q u i d a t i o n .  
And t h a t  i s  p robab ly  p a r t  of  t h e  c o r r e l a t i o n  one sees between t h e  
d e p t h  o f  t h e  r e c e s s i o n  and t h e  s i z e  of t h e  rebound.  I n  t h i s  c a s e  
we’ re  l o o k i n g  f o r  a s i z a b l e  i n v e n t o r y  swing because  of how s t r o n g  t h e  
l i q u i d a t i o n  has  been .  Y e t  we ’ re  s a y i n g  t h e  f i n a l  demands a r e  going  t o  
ho ld  down t h i s  o v e r a l l  upswing. Obv ious ly .  none of t h i s  i s  c e r t a i n  
and we r e c o g n i z e  t h e  r i s k s  on b o t h  s i d e s .  

MR. HOSKINS. J u s t  t o  f o l l o w  up .  though maybe i t ’ s  more a 
q u e s t i o n  f o r  Don l a t e r  on: How do you g e t  t h i s - - t o  me, t r o u b l e s o m e - -
5 - 1 1 2  p e r c e n t  money growth [assumpt ion]  i n  t h e  Greenbook? Do you view 
t h a t  a s  a monetary s t i m u l u s ?  Do you view it a s  a n e u t r a l  [ f a c t o r ] ,  
even though i t ’ s  a n  i n c r e a s e  i n  money growth? I ’ m  n o t  s u r e  how you 
g e t  your  f o r e c a s t .  Do you s t a r t  w i t h  nominal  [GNP] and back o u t  money
and v e l o c i t y  o r - -

MR. PRELL. Well. I t h i n k  w e  back o u t  money v i a  a v e l o c i t y  o r  
money demand r e l a t i o n s h i p .  having  d e r i v e d  a f o r e c a s t  u s i n g  some 
i n t e r e s t  r a t e  a s s u m p t i o n - - i n  t h i s  c a s e  s t a b i l i t y  of  t h e  f e d e r a l  funds  
r a t e .  That  i s  t h e  assumpt ion  made. 

MR. HOSKINS. Then y o u ’ l l  have a v e r y  unusua l  v e l o c i t y  
b e h a v i o r  f o r  t h i s  r e c o v e r y ,  because  t h e r e  h a s n ’ t  been a r ecove ry  t h a t  
h a s  had p o s i t i v e  v e l o c i t y - - a t  l e a s t  i n  t h e  l a s t  f o u r .  

MR.  PRELL. There  h a s n ’ t  been a r ecove ry  i n  which i n t e r e s t  
r a t e s  came i n  a b s o l u t e l y  s t a b l e  i n  t h e  s h o r t  end e i t h e r .  

MR.  H O S K I N S .  S u r e .  

MR. PRELL. I r ecogn ize  t h e  a r t i f i c i a l i t y  o f  t h i s  b u t ,  a s  Don 
w i l l  be  e x p l o r i n g ,  I ’ m  s u r e ,  t h e r e  a r e  s p e c i a l  f a c t o r s  i n  t h e  
envi ronment  t h a t  c o n d i t i o n  our  e x p e c t a t i o n s  about  v e l o c i t y .  

MR. PARRY. Do you s e e  f a s t e r  money growth? 
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MR. HOSKINS. We u s u a l l y  have money growth f o r  e i g h t  q u a r t e r s
a f t e r  r e c o v e r y  s t a r t s  t h a t  i s  a c o u p l e  of p o i n t s  f a s t e r  t h a n  t h e  t r e n d  
r a t e  p r i o r  t o  t h e  r e c e s s i o n .  

MR. PARRY. R i g h t .  

MR. HOSKINS. And v e l o c i t y  i s  u s u a l l y  n e g a t i v e  f o r  e i g h t  
q u a r t e r s  on a v e r a g e .  

MR. PARRY. R i g h t .  

MR. PRELL. I d i d  n o t e  t h a t  one of t h e  t h i n g s  t h a t  s u g g e s t s  
t o  us  t h a t  p o s s i b l y  t h e r e ’ s  less  of  a monetary impulse  t o  t h i s  
r e c o v e r y  i s  t h e  f a c t  t h a t  t h u s  f a r  we h a v e n ’ t  s e e n  much of  an 
a c c e l e r a t i o n  i n  money s t o c k .  If you l o o k  a t  r e a l  M 2  i n  p a s t  c y c l e s .
f o r  example ,  i t ’ s  v e r y  c l e a r  t h a t  around t h e  t r o u g h s  and e a r l y  i n  
r e c o v e r i e s  t h e r e  t y p i c a l l y  h a s  been v e r y  marked a c c e l e r a t i o n .  

MR. KOHN.  I can  a d d r e s s  t h i s  now s i n c e  t h e  s u b j e c t  has  been 
r a i s e d ,  and I ’ l l  s k i p  i t  when I g e t  t o  my b r i e f i n g .  We s e e  a coup le  
of t h i n g s  t h a t  a r e  d i f f e r e n t  t h i s  t i m e  t h a n  i n  p a s t  r e c o v e r i e s .  
F i r s t ,  we a r e  s t i l l  p r e d i c t i n g  some f u r t h e r  downward s h i f t s  i n  money
demand. We’ve had a h i s t o r y  over  t h e  l a s t  y e a r  o f  money f a l l i n g  s h o r t  
of  what we’d e x p e c t ,  g iven  nominal income and i n t e r e s t  r a t e s .  Based 
on h i s t o r i c a l  e x p e r i e n c e ,  we’ re  p r e d i c t i n g  t h a t  t h a t  w i l l  c o n t i n u e .  
a l t h o u g h  a t  d i m i n i s h i n g  r a t e s .  S o ,  w e  have some downward s h i f t s  of 
money demand t h a t  we h a v e n ’ t  had i n  p r e v i o u s  e x p a n s i o n s .  Second ly ,  we 
came i n .  as Mike j u s t  s a i d ,  w i t h  a less s t e e p l y  s l o p e d  downward 
t r a j e c t o r y  o f  i n t e r e s t  r a t e s .  I b e l i e v e  t h a t  a l o t  of t h e  e x t r a  money 
w e  go t  e a r l y  i n  a n  expans ion  b e f o r e  was a l agged  e f f e c t  of t h e  
p r e v i o u s  s t i m u l u s  coming i n .  And we  have c o n s i d e r a b l y  l ess  s t i m u l u s  
coming i n t o  t h i s  t r o u g h ,  i n  te rms  of t h e  t r a j e c t o r y  of t h e  f e d e r a l  
f u n d s  r a t e ,  o t h e r  i n t e r e s t  r a t e s ,  and c e r t a i n l y  l o n g - t e r m  i n t e r e s t  
r a t e s ,  t h a n  we’ve had i n  o t h e r  expans ions .  T h i r d ,  t h i s  i s  t h e  f i r s t  
expans ion  we’ve e v e r  had w i t h o u t  Reg Q o r  w i t h o u t  Reg Q b e i n g  removed. 
Look a t  1983.  A huge p o r t i o n  of t h e  M2 growth i n  t h e  f i r s t  y e a r  of 
t h a t  expans ion  was t h e  r e s u l t  of MMDAs and t h e  removal of  R e g  Q 
c e i l i n g s .  S o .  we d o n ’ t  b e l i e v e  t h a t  d e p o s i t  r a t e s  have been he ld  
below e q u i l i b r i u m  ove r  t h e  l a s t  coup le  o f  y e a r s  a s  t h e y  probably  were 
i n  a Reg Q envi ronment .  We a r e  p r e d i c t i n g  t h a t  d e p o s i t  r a t e s  could  
edge down even  f u r t h e r  i n  t h e  f i r s t  coup le  of q u a r t e r s  of t h i s  
expans ion .  That  w i l l  r a i s e  o p p o r t u n i t y  c o s t s  and damp M2 demands. 
S o ,  ?hose  a r e  t h e  t h r e e  f a c t o r s  t h a t  we t h i n k  d i f f e r e n t i a t e  t h i s  from 
p r e v i o u s  expans ion  p e r i o d s .  

MR. HOSKINS. My p o i n t  was t h a t  t h e r e  i s  a r a t i o n a l e :  I 
a n t i c i p a t e d  i t .  and i t ’ s  a s e n s i b l e  a rgument .  The problem. a s  we look  
back o v e r  30 y e a r s  o f  M2, i s  t h a t  a l l  k i n d s  o f  s p e c i a l  f a c t o r s  have 
o c c u r r e d  and y e t  i f  w e  r a n  M2 a t  3 p e r c e n t  f o r e v e r  w e  seem t o  g e t  t o  
p r i c e  s t a b i l i t y .  So  i t  t r o u b l e s  me because  we’re moving away from a 
t r e n d  r a t e  t h a t  we worked v e r y  h a r d  f o r  f o u r  y e a r s  t o  b r i n g  down t o  4 
p e r c e n t ,  and i t ’ s  c a u s i n g  me some c o n c e r n s .  A l l  I ’ m  s a y i n g  i s  t h a t  
t h e r e  i s  a l o t  o f  s l i p p a g e  i n  t e r m s  o f  f o r e c a s t i n g  t h e s e  t h i n g s .  and I 
d o n ’ t  p u t  a l o t  of conf idence  i n  t h e s e  r e l a t i o n s h i p s .  

MR. PRELL. I t h i n k  we’ve emphasized t h a t  t h e  k ind  of  money 
s t o c k  growth t h a t  we’re a n t i c i p a t i n g  ove r  t h e  next y e a r  and a h a l f  
cou ld  n o t  be  s u s t a i n e d  ove r  t h e  subsequen t  y e a r s  and [ remain  
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c o n s i s t e n t  w i t h  a ]  move toward t h a t  s i g n i f i c a n t l y  lower i n f l a t i o n  
y o u ’ r e  s e e k i n g .  S o ,  y e s ,  t h i s  would have t o  be a t r a n s i t o r y
phenomenon: i f  you want t o  move toward p r i c e  s t a b i l i t y .  [MZ growth1
has  t o  move s i g n i f i c a n t l y  lower and.  o b v i o u s l y ,  t h e r e  a r e  a l t e r n a t i v e s  
i n  t h e  Bluebook t h a t  d e s c r i b e  such  a p a t h .  

MR. HOSKINS. Well, I want t o  r a i s e  one l a s t  p o i n t  and t h a t ’ s  
your  s a c r i f i c e  r a t i o s  t h a t  a r e  invo lved  h e r e .  If you r a n  a fo rward -
l o o k i n g  model w i t h  f o r w a r d - l o o k i n g  e x p e c t a t i o n s .  t h e n  I t h i n k  you 
would g e t  a d i f f e r e n t  p i c t u r e .  

MR. PRELL. I t h i n k  i n  e s s e n c e  we’ve r e a l l y  embodied i n  t h i s  
f o r e c a s t  a b i t  more f a v o r a b l e  s a c r i f i c e  r a t i o  t h a n  some of  our  models 
would p r e d i c t .  Bu t ,  i n d e e d ,  we have n o t  assumed t h a t  w i t h i n  t h i s  t i m e  
span  we’ re  go ing  t o  g e t  an improved t r a d e o f f  coming from enhanced 
c r e d i b i l i t y  and s o  on.  But if moderate  p o l i c i e s  a r e  pursued and i t ’ s  
c l e a r  t h a t  w e  a r e  p u r s u i n g  t h a t  o b j e c t i v e  w h o l e h e a r t e d l y .  t h e n  one 
might e x p e c t  t h a t  t r a d e o f f  t o  improve ove r  t i m e .  

CHAIRMAN GREENSPAN. Governor A n g e l l .  

MR. ANGELL. Lee Hoskins h a s  a lmost  asked  my q u e s t i o n ,  b u t  
n o t  q u i t e .  These s c e n a r i o s  r e a l l y  have been v e r y  h e l p f u l  and t h e  
p r e s e n t a t i o n  was h e l p f u l .  b u t  I suppose i t ’ s  always n a t u r a l  t h a t  
somebody wants  someth ing  e l s e .  And t h e  one i t e m  t h a t  I would l i k e  t o  
have h a d ,  o f  c o u r s e .  would have been t h e  one t h a t  we c o n t r o l .  That  
i s ,  I ’ d  l i k e  t o  have s e e n  an a l t e r n a t i v e  s c e n a r i o  of  keeping  money 
growth a t  4 p e r c e n t .  What happens o v e r  ’ 9 1 .  ’ 9 2 .  and ’93  if.  i n s t e a d  
o f  keep ing  t h e  f e d  f u n d s  r a t e  c o n s t a n t ,  we keep M2 c o n s t a n t  a t  4 
p e r c e n t - - w h i c h  would be  i d e n t i c a l  t o  t h e  r a t e  it h a s  grown ove r  t h e  
l a s t  t h r e e  y e a r s  and i d e n t i c . a l  t o  i t s  growth r a t e  from Q4 1 9 9 0  t o  t h e  
p r e s e n t  t i m e ?  

MR. PRELL.  Governor A n g e l l ,  t h e  a l t e r n a t i v e  I1  s t r a t e g y  on 
page 9 of  t h e  Bluebook i s  an approx ima t ion :  it h a s  4 - 1 1 2  p e r c e n t  M2. 

MR.  HOSKINS. T h a t ’ s  t h e  d i s t u r b i n g  page t h a t  has  t h e  
b a s e l i n e  f o r  t h r e e  y e a r s  a t  5 - 1 / 2  p e r c e n t  money growth. 

MR. ANGELL. Okay. 

MR.  PRELL. A s  you can s e e ,  w e  g e t  i n t o  t h e  v i c i n i t y  of p r i c e
s t a b i l i t y  by 1 9 9 5 .  w i t h  a l lowances  f o r  measurement q u e s t i o n s  and s o  
on.  We’re c e r t a i n l y  c l o s e ,  if we’re not  t h e r e .  

MR. ANGELL. Yes, i t  r e a l l y  d o e s .  Thank you: I ’ m  s o r r y  I 
missed  t h a t .  And t h e  r e a l  GNP s a c r i f i c e  i s  how much? I t ’ s  n o t  v e r y  
much i n  t h e  o u t  y e a r s .  

MR.  PRELL. Wel l ,  t h e  model s a y s  t h a t  roughly  1 p e r c e n t a g e
p o i n t  o f  e x t r a  unemployment f o r  a y e a r  g i v e s  you a 112 p e r c e n t a g e  
p o i n t  r e d u c t i o n  i n  i n f l a t i o n ,  and w e  have n o t  b u i l t  i n  a d d i t i o n a l  
c r e d i b i l i t y  e f f e c t s  t h a t  cou ld  improve t h a t  t r a d e o f f  a s  t i m e  
p r o g r e s s e s .  S o .  i t  might  w e l l  be t h a t  one cou ld  a c h i e v e ,  w i t h  t h e  
same unemployment p a t h  o r  a b e t t e r  unemployment p a t h .  a s  good o r  
b e t t e r  p r i c e  per formance  by t h e  mid-1990s .  
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MR. ANGELL. But t h a t  p a t h  shows unemployment rates a c t u a l l y  
a c c e l e r a t i n g  t h r o u g h  t h e  p e r i o d .  Does t h a t  seem s u r p r i s i n g  t o  you? 

MR. KOHN. Well, i n  t h e  s t a f f ’ s  e s t i m a t i o n ,  i n  o r d e r  t o  h o l d  
down money growth and nominal  GNP.  you have t o  have h i g h e r  r e a l  
i n t e r e s t  r a t e s .  And i n  o r d e r  t o  g e t  t h i s  k ind  of p r i c e  performance by
’95 you have t o  h o l d  [ r e a l  r a t e s ]  up t h e r e  and t h e  unemployment r a t e  
h a s  t o  be  h i g h .  C l e a r l y .  we cou ld  have f i n e - t u n e d  t h i s  t o  some e x t e n t  
t o  g e t  a l i t t l e  more unemployment now and a l i t t l e  less l a t e r .  I was 
b o t h e r e d  a l s o  by t h i s  a c c e l e r a t i n g  p a t h  o f  unemployment. 

M R .  ANGELL. Okay. 

MR. KOHN. But I t h i n k  t h e  b a s i c  p o i n t  t h e r e  i s  t h a t  w i t h o u t  
c r e d i b i l i t y  e f f e c t s  and t h e  s a c r i f i c e  r a t i o  somewhere i n  t h e  
neighborhood of 2 o r  a l i t t l e  l e s s ,  y o u ’ r e  going  t o  have t o  have q u i t e  
a b i t  of unemployment t o  g e t  p r i c e  s t a b i l i t y  o r  someth ing  approach ing
p r i c e  s t a b i l i t y  by 1 9 9 5 .  

MR. ANGELL. But i f  you were f i n e - t u n i n g  i t ,  Don. t h e n  you
would p robab ly  t a k e  t h e  6 - 1 / 2  p e r c e n t  1992 unemployment r a t e  up a b i t  
and maybe t a k e  down t h e  7 - 1 / 4  p e r c e n t .  

MR.  KOHN. Yes 

MR. PRELL.  Wel l ,  t h e r e ’ s  a n o t h e r  o p t i o n .  I t h i n k  Don 
c o n s i d e r e d  g e t t i n g  i n t o  t h i s - - a n d  h e ’ s  d i s c u s s e d  it i n  t h e  p a s t - - t h a t  
t h e r e  i s  t h i s  e n t r y  problem a s  you approach  p r i c e  s t a b i l i t y .  I n  a 
s e n s e  y o u ’ r e  go ing  t o  ove r shoo t  u n l e s s  you b r i n g  t h a t  unemployment 
r a t e  down f a i r l y  r a p i d l y  by around 1 9 9 6 .  S o .  what one would do 
presumably i s  accommodate some f a s t e r  growth out  i n  ’94 and ’ 9 5  and 
t h e n  you would have  a smoother l a n d i n g  a s  you went toward  p r i c e  
s t a b i l i t y .  T h i s  j u s t  goes mechan ica l ly  th roughou t  w i t h o u t  t h e  k i n d  o f  
f i n e - t u n i n g  t h a t  one c o u l d  do h e r e .  

M R .  ANGELL. Yes. 

MR. PRELL. S o ,  t h a t  maybe o v e r s t a t e s  t h e  b l e a k n e s s  of t h e  
employment-. 

M R .  ANGELL. Well, t hank  you f o r  do ing  p r e c i s e l y  what I 
wanted you t o  do!  

MR. BLACK. Except  t h e y  had it a p o i n t  t o o  h i g h !  

MR. HOSKINS. J u s t  one q u e s t i o n  on t h e  b a s e l i n e .  One way t o  
do a b a s e l i n e  would be t o  t a k e  t h e  p a s t  growth r a t e s .  You must have 
someth ing  e l s e  i n  mind. 

MR. KOHN. Wel l ,  t h e  b a s e l i n e  was t h e  e x t e n s i o n  of t h e  s t a f f  
Greenbook f o r e c a s t .  S o ,  we had t h e  5 - 1 / 2  p e r c e n t  w e ’ r e  p r o j e c t i n g  f o r  
t h e  n e x t  18 months.  Then we extended t h a t  t h rough  ’93 w i t h  t h e  
judgmenta l  f o r e c a s t  and a l s o  th rough  ’ 9 4  and ’ 9 5 .  We d i d n ’ t  se t  o u t  
w i t h  a 5 - 1 / 2  p e r c e n t  r u l e .  What w e  d i d  was t o  s e t  o u t  what we  t hough t  
was a p o l i c y  s t r a t e g y :  t h a t  i s ,  t o  b r i n g  t h e  unemployment r a t e  down 
g r a d u a l l y  b u t  t o  b r i n g  t h e  i n f l a t i o n  r a t e  down g r a d u a l l y  a t  t h e  same 
t i m e .  Recognize t h a t  i f  y o u ’ r e  go ing  t o  c o n t i n u e  t o  b r i n g  t h e  
i n f l a t i o n  r a t e  down, you c a n ’ t  have t h e  unemployment r a t e  a t  o r  below 
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t h e  n a t u r a l  r a t e .  And t h e s e  money growth r a t e s  f e l l  o u t  of t h a t  
c a l c u l a t i o n .  We d i d n ’ t  s a y :  “ L e t ’ s  do 5-112 p e r c e n t  f o r e v e r  and s e e  
what happens . ”  I t  was an a c c i d e n t  of  t h e  r e l a t i o n s h i p  of nominal  GNP 
and i n t e r e s t  r a t e s .  

MR. H O S K I N S .  Some peop le  w i l l  j udge  p o l i c y  change a s  a 
change i n  t h e  monetary growth r a t e .  

MR. KOHN. R i g h t .  

MR. H O S K I N S .  And s o  f o r  them a b a s e l i n e  would be  j u s t  a 
c o n s i s t e n t  growth r a t e :  and t h a t ’ s  obv ious ly  my problem. 

MR. PRELL. Well. we t r i e d  t o  d e s c r i b e  what o u r  b a s e l i n e  
meant b e c a u s e ,  a s  Don d e s c r i b e d ,  it was an e x t e n s i o n  of t h e  Greenbook 
f o r e c a s t  assuming t h a t  you a r e  go ing  t o  l e a v e  some sma l l  margin of  
s l a c k  t o  b r i n g  down t h e  unemployment r a t e  g r a d u a l l y .  

MR. H O S K I N S .  I u n d e r s t a n d  t h a t .  

MR. PARRY. My r e c o l l e c t i o n  o f  our  d i s c u s s i o n  of t h e  n a t u r a l  
r a t e  o f  unemployment i n  March was t h a t  it was about  5 p e r c e n t .  

MR. PRELL.  We found a r ange  of  e s t i m a t e s  from abou t  5-112 t o  
6 p e r c e n t ,  and we’ve de te rmined  t h a t  we would b e t  on something c l o s e r  
t o  t h e  5 - 1 1 2  p e r c e n t .  

MR. PARRY. But t h e n  you s a i d  you used t h e  MPS model f o r  
t a k i n g  t h i s  o u t .  And t h e  MPS model h a s  w h a t - - 6 . 2  o r  6 p e r c e n t ?  

MR. PRELL. I t  h a s  been a d j u s t e d  t o  be c o n s i s t e n t  w i t h  t h e  
judgmenta l  a s s e s s m e n t .  

MR. PARRY. Oh, I s ee .  So you made a judgmenta l  a s s e s s m e n t .  
Okay. 

CHAIRMAN GREENSPAN. Governor M u l l i n s .  

MR. MULLINS. Mike, you mentioned i n  p a s s i n g  your  e s t i m a t i o n  
o f  z e r o  i n f l a t i o n  a s  1-114  p e r c e n t ,  g iven  t h e  measurement b i a s ?  

MR. PRELL. I was s p e a k i n g  l o o s e l y ,  b u t  I t h i n k  one cou ld  
make t h e  c a s e  t h a t  something i n  t h e  1 p e r c e n t  v i c i n i t y  might be  
c o n s i s t e n t ,  when you a l l o w  f o r  t h e  p o s s i b i l i t i e s  of  s u b s t i t u t i o n ,  l ook  
a t  q u a l i t y  change measurement problems,  and s o  o n .  But t h a t ’ s  
[ l i k e l y ]  t o  be  s e t t l e d  when w e  g e t  c l o s e r - -

MR. MULLINS.  Yes, I know it may be premature  t o  t a l k  about  
t h a t ,  b u t  when t h e  t i m e  comes--

MR. PRELL. W e  have a s t u d y  a l r e a d y  i n  p r o c e s s .  

MR. MULLINS.  When t h e  t i m e  comes, if my te rm i s n ’ t  up y e t .
which i s  i n  ’ 9 6 .  w e  might  have a l i t t l e  more background work on t h a t ,  
I a g r e e .  

MR.  BLACK. My t e rm w i l l  be up: I s u r e  would l i k e  t o  know 
now. 



7 / 2 - 3 / 9 1  - 12 

S P E A K E R ( ? ) .  We’ll send you a p o s t c a r d !  

MR. PRELL. I n  f a c t ,  we’d be happy t o  d i s t r i b u t e  a paper  by 
some s t a f f  members t h a t  was p r e s e n t e d  a t  t h e  AEA meet ings  l a s t  
December, which a d d r e s s e s  t h i s  ve ry  q u e s t i o n  a s  a f i r s t  c u t .  

CHAIRMAN GREENSPAN. Any f u r t h e r  q u e s t i o n s  f o r  t h e  gent lemen? 
If n o t .  who would l i k e  t o  s t a r t  t h e  Committee d i s c u s s i o n ?  

MR.  MCTEER. Texas and t h e  E l e v e n t h  D i s t r i c t  c o n t i n u e  t o  l a g
t h e  n a t i o n a l  economy. I n  t h e  f a l l  t h a t  was an advantage  t h a t  we  had:  
our  employment k e p t  growing w h i l e  t h e  downturn i n  t h e  n a t i o n a l  economy 
was o c c u r r i n g .  That  came t o  a n  end i n  J a n u a r y  and February  and w e ’ r e  
now l a g g i n g  on t h e  wrong end .  We had a weak May. I cou ld  s e e  t h a t  
May was o u r  f i r s t  month w i t h  expans ion  n a t i o n a l l y .  When w e  went i n t o  
t h e  r e c e s s i o n  i n  t h e  f a l l ,  r i s i n g  o i l  p r i c e s  he lped  cushion  o u r  
economy i n  t h e  Southwest  and now f a l l i n g  n a t u r a l  gas  p r i c e s  have been 
a problem of c o n s i d e r a b l e  conce rn .  They have been low and d e c l i n i n g
f o r  q u i t e  a w h i l e .  A l o t  of  t h e  f a c t o r s  t h a t  have been c i t e d  h e r e  
t o d a y  a s  b e i n g  a p o s s i b l e  d r a g  on t h e  r e c o v e r y  n a t i o n a l l y  a r e  f a c t o r s  
a l s o  i n  t h e  E l e v e n t h  Dis t r ic t .  I d o n ’ t  b e l i e v e  it has  been mentioned 
t o d a y .  b u t  t h e  p e r c e p t i o n s  have n o t  changed o u t  t h e r e :  t h e  c r e d i t  
c runch  i s  s t i l l  w i t h  us and i s  r e a l .  The banks  a r e  h e a l i n g :  t h e y  a r e  
becoming p r o f i t a b l e  and t h e i r  measures  a r e  improving .  But t h e y  a r e  
n o t  l e n d i n g  a t  t h e  moment, a s  f a r  a s  we  can t e l l .  The d e c l i n e  i n  bank 
c r e d i t  c o n t i n u e s  and t h e y ’ r e  g e t t i n g  i l l i q u i d ,  b u t  t h e  l e n d i n g  t o  
s m a l l  b u s i n e s s e s  has  n o t  r e a l l y  a c c e l e r a t e d .  And t h a t ’ s  t h e  
i m p r e s s i o n  t h a t  most of t h e  peop le  I t a l k  t o  have .  

F i s c a l  d r a g  i s  a l s o  a r e a l i t y  i n  t h e  E leven th  D i s t r i c t  
s t a t e s ,  p a r t i c u l a r l y  i n  Texas:  we h e a r  more and more t a l k  o f  s e r v i c e  
c u t b a c k s  and l a y o f f s  a n d / o r  h i g h e r  t a x e s .  And Texas i s  d e b a t i n g  t h e  
q u e s t i o n  of  whether  t o  have a n  income t a x  f o r  t h e  f i r s t  t i m e  i n  a l o n g
t i m e .  But i t ’ s  c e r t a i n  t h a t  t h e r e ’ s  go ing  t o  be some s o r t  of  f i s c a l  
c o n s t r a i n t  f o r  some t ime t o  come. T h e r e ’ s  a good b i t  of concern  about  
d e f e n s e  e x p e n d i t u r e s - - d e f e n s e  c u t b a c k s  and b a s e  c l o s i n g s .  We had f i v e  
b a s e s  on t h e  chopping b l o c k  t h e  l a s t  c o u p l e  o f  days  and t h r e e  of  them 
were a x e d .  T h a t ,  of  c o u r s e ,  i s  going  t o  occur  o v e r  t ime  b u t  it does  
a f f e c t  c u r r e n t  b e h a v i o r  a s  peop le  a n t i c i p a t e  t h e  l o s s  of about  7 , 0 0 0  
j o b s  i n  t h e  F o r t  Worth a r e a  and a b i t  l ess  i n - 

CHAIRMAN GREENSPAN. The l o s s  o f  Lyndon Johnson!  

M R .  ANGELL. And J i m  Wright !  

MR. KELLEY. And Sam Rayburn! 

MR. MCTEER. T h a t ’ s  a l l  I wanted t o  s a y .  

CHAIRMAN GREENSPAN. Bob B lack .  

MR. BLACK. Mr. Chairman, I h a t e  t o  s a y  t h i s  because  it may
be a s o u r c e  of  worry and concern  f o r  t h e  s t a f f .  b u t  our  p r o j e c t i o n  f o r  
’ 9 1  i s  a lmos t  e x a c t l y  what you a l l  h a v e .  S o .  you may want t o  g o  back 
and check  y o u r s !  A s  I r e a d  t h e  Greenbook, a d j u s t i n g  f o r  t h e  swings i n  
t h e  o v e r s e a s  e a r n i n g s  of o i l  companies ,  i t ’ s  p r e t t y  c l e a r  t h a t  t h e  
[ r e c e s s i o n ]  must have h i t  bot tom i n  t h e  second q u a r t e r .  T h a t ’ s  a 
r e a s o n a b l e  c o n c l u s i o n  based  on what w e  know abou t  t h e  A p r i l  and May 
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f i g u r e s  and t h e  l i t t l e  we know abou t  t h e  June  f i g u r e s .  Whatever t h e  
f i n a l  r e c o r d  does  show. I d o n ’ t  t h i n k  t h e  bot tom w i l l  come any l a t e r  
t h a n  J u l y  i n  view o f  t h i s  ev idence  w e  have o f  i n c r e a s e d  consumer 
spend ing  and s t r e n g t h  i n  r e s i d e n t i a l  c o n s t r u c t i o n .  I n  any c a s e .  I 
t h i n k  t h a t  t h e  s t a f f ’ s  1991 p r o j e c t i o n s  a r e  ve ry  p l a u s i b l e  and t h a t  
t h e  r i s k s  of e r r o r  a r e  about  e q u a l  on b o t h  s i d e s  f o r  bo th  r e a l  GNP and 
i n f l a t i o n .  

When we g e t  t o  ’ 9 2 .  however. w e  d i f f e r  r i g h t  much. We a r e  
much more o p t i m i s t i c  on b o t h  t h e  growth s i d e  and on t h e  i n f l a t i o n  
s i d e .  We’re p r o j e c t i n g  about  1 1 2  p e r c e n t a g e  p o i n t  more growth i n  r e a l  
GNP and w e ’ r e  f o r e c a s t i n g  on ly  a 3 p e r c e n t  r i s e  i n  t h e  C P I .  which i s  
abou t  3 / 4  of a p o i n t  lower t h a n  t h e  Greenbook and w e l l  below most 
o t h e r  f o r e c a s t s  t h a t  we’ve s e e n .  Now, I need t o  emphasize something 
t h a t  we have  a l r e a d y  a l l u d e d  t o  e a r l i e r ,  and t h a t  i s  t h a t  our  s t a f f ’ s  
1992 p r o j e c t i o n s  a r e  based .  i n  acco rdance  w i t h  o u r  i n s t r u c t i o n s ,  on 
what we would r e g a r d  as a n  a p p r o p r i a t e  monetary p o l i c y  i n  t h e  nex t  s i x  
q u a r t e r s .  S o ,  what we’ve done i s  t o  assume t h a t  M2 w i l l  come i n  
s l i g h t l y  above t h e  midpoin t  of i t s  c u r r e n t  range  t h i s  y e a r  and t h a t  
t h e  FOMC w i l l  lower  t h e  range  f o r  1992 t o  2 t o  6 p e r c e n t  and w i l l  h o l d  
t h e  a c t u a l  growth of  money w i t h i n  t h a t  r a n g e .  T h i s  assumption of a 
lower t a r g e t  r ange  f o r  1 9 9 2  has  a d i r e c t  b e a r i n g  on our  p r o j e c t i o n
s i n c e  we b e l i e v e ,  g iven  t h e  background o f  v e r y  f a v o r a b l e  behav io r  i n  
t h e  money s u p p l y  o v e r  t h e  l a s t  f e w  y e a r s ,  t h a t  r educ ing  t h e  range
f u r t h e r  would i n c r e a s e  s i g n i f i c a n t l y  t h e  c r e d i b i l i t y  of our  a n t i -
i n f l a t i o n a r y  s t r a t e g y  and ,  c o n s e q u e n t l y .  would r e s u l t  i n  a more 
f a v o r a b l e  d i v i s i o n  of  nominal GNP between r e a l  growth and i n f l a t i o n - .  
because  o f  [how we f a c t o r  i n ]  f o r w a r d - l o o k i n g  e x p e c t a t i o n s ,  Lee.  And 
w i t h o u t  t h a t  s t r a t e g y  [ u n i n t e l l i g i b l e ] .  If we a c h i e v e  what we t h i n k  
a r e  t h e s e  h i g h l y  p l a u s i b l e  r e s u l t s ,  t h e n  w e  t h i n k  t h e  p r o s p e c t s  of  t h e  
subsequen t  y e a r s  a f t e r  1 9 9 2  w i l l  be v e r y  b r i g h t  i ndeed .  I t h i n k  w e  
have a r e a l  o p p o r t u n i t y  h e r e  t o  make s i g n i f i c a n t  p r o g r e s s - - t h e  b e s t  
we’ve had s i n c e  I ’ v e  been around.  

CHAIRMAN GREENSPAN. The c o f f e e  i s  h e r e  and I n e g l e c t e d  t o  
t a k e  t h e  b r e a k :  I n o t i c e  everyone i s  r u n n i n g  f o r  c o f f e e .  s o  why d o n ’ t  
we t a k e  a s h o r t  b r e a k  and come back i n  5 minu tes?  

[Coffee  b r e a k ]  

CHAIRMAN GREENSPAN. P r e s i d e n t  P a r r y .  

MR. PARRY. Mr. Chairman. 

CHAIRMAN GREENSPAN. Begin ,  s ’ i l  vous p l a i t !  

MR.  PARRY. A f t e r  a r e l a t i v e l y  s t r o n g  performance d u r i n g  much 
of  t h e  n a t i o n a l  r e c e s s i o n .  m o r e  r e c e n t l y  t h e  Twel f th  D i s t r i c t ’ s  
economy has  a c t u a l l y  weakened. T o t a l  D i s t r i c t  employment f e l l  on a 
month- to-month  b a s i s  i n  February .  March, A p r i l ,  and May. The February
and March d e c l i n e s  were due t o  weaknesses  o n l y  i n  C a l i f o r n i a :  b u t  
employment l o s s e s  e l sewhere  i n  t h e  D i s t r i c t  account  f o r  t h e  A p r i l  and 
May d e c l i n e s .  However. I should  p o i n t  o u t  t h a t  t o t a l  D i s t r i c t  
employment s t i l l  remains  0 . 4  of  a p e r c e n t  above t h e  May 1 9 9 0  l e v e l ,  
w i t h  C a l i f o r n i a  t h e  o n l y  D i s t r i c t  s t a t e  t o  l o s e  employment ove r  t h e  
y e a r .  D i s t r i c t  r e s i d e n t i a l  p r o p e r t y  s a l e s  p icked  up t h i s  s p r i n g :  i n  
May, w e  saw t h e  f o u r t h  c o n s e c u t i v e  month o f  i n c r e a s e d  s a l e s  a c t i v i t y
and i n c r e a s e d  median home p r i c e s  i n  C a l i f o r n i a .  However, it a p p e a r s  
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a s  though  c o n s t r u c t i o n  a c t i v i t y  h a s  n o t  rebounded y e t .  Boeing 
r e c e n t l y  announced a major  expans ion  of  i t s  Puget  Sound a r e a  
f a c i l i t i e s .  F a c i l i t i e s  w i l l  be b u i l t  o r  expanded a t  about  2 5  s i t e s  i n  
t h e  a r e a  and t h e  c o n s t r u c t i o n  c o s t  i s  e s t i m a t e d  a t  a lmost  $3 b i l l i o n  
over  t h e  n e x t  two y e a r s .  Most of t h e  f a c i l i t i e s  w i l l  s u p p o r t
p r o d u c t i o n  o f  Boeing’s  commercial  a i r c r a f t ,  i n c l u d i n g  t h e  737.  t h e  
7 6 7 ,  and t h e  new 7 7 7 .  

Tu rn ing  t o  t h e  n a t i o n a l  o u t l o o k ,  o u r  view i s  n o t  r e a l l y  much 
d i f f e r e n t  f rom t h a t  p r e s e n t e d  i n  t h e  Greenbook. I n  t h e  n e a r  term, w e  
expec t  t he  main s o u r c e s  of r ecove ry  t o  be  i n c r e a s e s  i n  p e r s o n a l
consumption spend ing  and a l s o  a s h o r t - l i v e d  i n v e n t o r y  swing.  Next 
yea r  consumption w i l l  c o n t i n u e  t o  s u p p o r t  GNP i n  o u r  f o r e c a s t  and 
t h e r e  s h o u l d  be something o f  a t u rna round  i n  b u s i n e s s  equipment 
spend ing .  L ike  t h e  Greenbook. we expec t  a d e c l i n e  i n  i n f l a t i o n  ove r  
t h e  n e x t  y e a r  and a h a l f .  Indeed ,  i t  seems t o  u s  t h a t  t h e r e  i s  a f a i r  
chance t h a t  CPI i n f l a t i o n  could  be brought  down i n  1 9 9 2  t o  a s  low a s  
t h e  3 p e r c e n t  t h a t  Bob Black  mentioned.  Much of this improvement
c l e a r l y  r e f l e c t s  t h e  e x i s t e n c e  of  c o n s i d e r a b l e  s l a c k  i n  t h e  economy.
However. a good p a r t  a l s o  stems from t h e  r e c e n t  a p p r e c i a t i o n  of t h e  
d o l l a r  a n d ,  t h e r e f o r e ,  may n o t  be of a permanent n a t u r e .  Thank you.  

CHAIRMAN GREENSPAN. P r e s i d e n t  F o r r e s t a l .  

MR.  FORRESTAL. Thank you. Mr. Chairman. While t h e  economic 
d a t a  t h a t  we’ve  been r e c e i v i n g  i n  t h e  S i x t h  D i s t r i c t  t e n d  t o  conf i rm 
t h a t  t h e  r e c o v e r y  i s  a t  a t u r n i n g  p o i n t ,  if it h a s n ’ t  a l r e a d y  t u r n e d ,  
c l e a r l y  w e  s t i l l  have some s o f t  s p o t s  t o  contend  w i t h .  Our c o n t a c t s  
a r e  r e p o r t i n g  t h a t  t h e r e  i s  l o t s  of t r a f f i c  i n  t h e  s tores  and i n  t h e  
shopping  m a l l s  b u t  t h a t  spending  has  been f a i r l y  r e s t r a i n e d  t o  d a t e .  
Where we a r e  g e t t i n g  s a l e s ,  t h e y  a r e  c o n c e n t r a t e d  p r i m a r i l y  i n  a p p a r e l
and home f u r n i s h i n g s .  Our r ecove ry  i n  home s a l e s  t h a t  has  been going  
on f o r  a w h i l e  c o n t i n u e s ,  and p e r m i t s  a r e  up i n  most s t a t e s  o f  t h e  
D i s t r i c t .  We c o n t i n u e  t o  have t h e  problem t h a t  i s  a s s o c i a t e d  w i t h  
o t h e r  p l a c e s  around t h e  c o u n t r y :  namely, t h e  empty o f f i c e  b u i l d i n g s
and r e t a i l  s p a c e s  a s  w e l l  a s  e x c e s s  c a p a c i t y  i n  manufac tu r ing .  And 
a l l  of  t h e s e  t h i n g s  a r e  t e n d i n g  t o  d i m i n i s h  b u s i n e s s  f i x e d  i n v e s t m e n t .  
Orders  and s a l e s  o f  a p p a r e l ,  household p r o d u c t s ,  t e x t i l e s ,  and 
packaging  a r e  i n c r e a s i n g ,  which i s  good news. On t h e  o t h e r  hand ,  
o r d e r s  f o r  a u t o s ,  a u t o  p a r t s ,  and o t h e r  consumer d u r a b l e s  a r e  e i t h e r  
d e c l i n i n g  o r  f l a t .  Our e x p o r t s  a r e  abou t  a s  t h e y  were a t  t h e  t i m e  o f  
t h e  l a s t  FOMC mee t ing :  t h a t  i s .  we’ re  n o t  do ing  a s  w e l l  i n  e x p o r t s  a s  
t h e  res t  o f  t h e  c o u n t r y ,  a l t h o u g h  one p roduce r  o f  t e l ecommunica t ions  
equipment r e c e n t l y  r e p o r t e d  s t r o n g  g a i n s  i n  e x p o r t s .  p a r t i c u l a r l y  t o  
Japan .  which I t h o u g h t  was i n t e r e s t i n g .  On t h e  s t a t e  problem t h a t  
we’ve a l l  been  t a l k i n g  a b o u t ,  t h e  t h r e e  most populous s t a t e s  i n  t h e  
S i x t h  D i s t r i c t - - F l o r i d a ,  Georg ia ,  and T e n n e s s e e - - h a v e  now i n c r e a s e d  
t h e i r  e s t i m a t e s  of budget  s h o r t f a l l s  and t h e y ’ r e  a t t e m p t i n g  t o  d e a l  
w i t h  t h e s e  i n  a v a r i e t y  of  ways. F l o r i d a  h a s  a f r e e z e  on s t a t e  
employment: Tennessee  t r i e d  t o  push t h r o u g h  a s t a t e  income t a x  b u t  
f a i l e d :  and i n  Georgia  t h e r e  are j u s t  t i g h t e n i n g  budget  c o n s t r a i n t s .  
The c r e d i t  c r u n c h  seems t o  be a b a t i n g  somewhat. a l t h o u g h  t h e  demand 
f o r  l o a n s  i s  s t i l l  v e r y .  v e r y  s o f t .  One banker  t o l d  me t h a t  h i s  l o a n  
demand h a s  p i cked  up c o n s i d e r a b l y  b u t  u n f o r t u n a t e l y  none o f  t h e  
a p p l i c a n t s  was c r e d i t w o r t h y !  [Laughter ]  I d o n ’ t  know whether  w e  want 
t o  coun t  t h a t  o r  n o t .  The a g r i c u l t u r a l  s i t u a t i o n  h a s  been dampened-
no pun i n t e n d e d - - b y  v e r y  heavy r a i n s ,  which a r e  b e g i n n i n g  t o  
[moderatel  a b i t  s o  t h e  f a rmers  a r e  now g e t t i n g  o u t  i n t o  t h e  f i e l d s .  
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T h a t ’ s  t h e  p i c t u r e  i n  t h e  S i x t h  D i s t r i c t :  i t ’ s  a l i t t l e  b e t t e r  t h a n  
t h e  l a s t  t i m e  we r e p o r t e d .  a l t h o u g h  t h e r e  a r e  some s o f t  s p o t s ,  a s  I ’ v e  
i n d i c a t e d .  

With r e s p e c t  t o  t h e  n a t i o n a l  economy, w e  have some 
d i f f e r e n c e s  from t h e  Greenbook f o r e c a s t  w i t h  r e s p e c t  b o t h  t o  growth
and i n f l a t i o n .  And t h e  d i f f e r e n c e s  a r e  magn i f i ed  by t h e  f o u r t h -
q u a r t e r - o v e r - f o u r t h - q u a r t e r  comparison:  t h e y ’ r e  n o t  q u i t e  a s  extreme 
if you l o o k  a t  t h e  annua l  a v e r a g e s .  We have less  growth i n  t h e  e a r l y  
s t a g e s  o f  t h e  r ecove ry  a s  w e l l  a s  h i g h e r  i n f l a t i o n .  Both o f  t h o s e  
t e n d  t o  even  o u t  and come a l i t t l e  c l o s e r  t o  t h e  Greenbook a s  we g e t
f u r t h e r  o u t  i n t o  t h e  f o r e c a s t .  Without go ing  th rough  a l l  of t h e  
s e c t o r s .  it seems t o  m e  t h a t  t h e  b a s i c  d i f f e r e n c e  from t h e  Greenbook 
i s  t h a t  we’ re  showing a s lower  pace o f  growth i n  t h e  l a b o r  f o r c e  t h a n  
does  t h e  Board s t a f f  ove r  t h e  f o r e c a s t  h o r i z o n .  T h i s  g i v e s  us less  
growth and amounts t o  a more p e s s i m i s t i c  view on our  p a r t .  What it 
comes down t o .  it seems t o  m e ,  i s  t h a t  w e ’ r e  s imply  g e t t i n g  l e s s  
improvement on t h e  wage f r o n t .  On t h a t  s c o r e  I a l s o  d o n ’ t  s e e  i n  our  
f o r e c a s t  v e r y  much improvement i n  t h e  s e r v i c e s  s e c t o r .  and t h a t ’ s  
someth ing  t h a t  perhaps  we ought t o  be l o o k i n g  a t  a l i t t l e  more 
c a r e f u l l y  a s  t i m e  goes on.  What I ’ m  more concerned  about  t h a n  any of 
t h a t ,  t h o u g h .  i s  t h e  con t inued  f r a g i l i t y  i n  t h e  f i n a n c i a l  sys t em.
t h i n k  t h a t ’ s  a shock t h a t  could  come and k i c k  u s  one o f  t h e s e  days .  
I t ’ s  n o t  o n l y  t h e  a c t u a l  c o n d i t i o n  of some o f  t h e  banks around t h e  
c o u n t r y  and i n  my D i s t r i c t  a s  w e l l  b u t  t h e  c o n t i n u e d  p u b l i c i t y  and 
p e s s i m i s t i c  r e p o r t s  t h a t  a r e  coming from t h e  v a r i o u s  a g e n c i e s  i n  
Washington. That  i s  hav ing  a v e r y ,  v e r y  n e g a t i v e  e f f e c t  on p e o p l e ’ s  
a t t i t u d e s  toward  banking  and t h e i r  b a s i c  conf idence  i n  t h e  economic 
sys t em.  I t h i n k  t h a t ’ s  u n f o r t u n a t e  and I hope i t  d o e s n ’ t  d e t e r i o r a t e  
t o  t h e  p o i n t  where it has  an e f f e c t  on t h e  r e c o v e r y  i t s e l f .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Guffey .  

MR.  GUFFEY. Thank you,  Mr. Chairman. The D i s t r i c t ’ s  
economic growth c o n t i n u e s  t o  improve,  w i t h  a g r i c u l t u r e  b e i n g  t h e  
dominant s o u r c e  of  t h a t  s t r e n g t h ,  b u t  manufac tu r ing  and c o n s t r u c t i o n  
c o n t i n u e  t o  show some a d d i t i o n a l  improvement.  I n  t h e  a g r i c u l t u r a l  
s e c t o r .  t h e  h a r v e s t  o f  w h e a t - - a  major  a g r i c u l t u r a l  p roduct  i n  t h e  
D i s t r i c t - - h a s  been v i r t u a l l y  comple ted .  They’ve gone t h r o u g h
Oklahoma, Kansas ,  and a r e  now i n  e a s t e r n  Nebraska .  That  wheat c rop  i s  
e s t i m a t e d  t o  be something l i k e  25 p e r c e n t  less  t h a n  l a s t  y e a r - - l a s t  
y e a r  b e i n g  a bumper c r o p .  But t h e  more i m p o r t a n t  a s p e c t  i s  t h a t  wheat 
p r i c e 6  a r e  a t  v e r y  low l e v e l s .  A s  a m a t t e r  o f  f a c t ,  I t h i n k  t h e y ’ r e  
now a t  t h e  l e v e l  t h a t  Wayne Angel1 e x p e r i e n c e d  when he go t  o u t  of h igh
s c h o o l  1 0  y e a r s  ago! [Laughter ]  The f a c t  o f  t h e  m a t t e r  i s  t h a t  t h e r e  
w i l l  be a c a s h  f low b u t  i t ’ s  j u s t  n o t  an o u t s t a n d i n g  c r o p .  P a r t  of 
t h e  d iminishment  i n  t h e  a c t u a l  g r a i n  p r o d u c t i o n  of about  25 p e r c e n t  
comes from less  p l a n t i n g  a c r e a g e ,  b u t  a l s o  t h e r e  a r e  f a i r l y  s p o t t y  
a r e a s  a c r o s s  t h e  D i s t r i c t  i n  terms o f  e i t h e r  wet o r  d r y  [ c o n d i t i o n s ]  
o r  some i n f e s t a t i o n .  Beyond t h a t  i n  t h e  a g r i c u l t u r a l  s e c t o r ,  c a t t l e  
p r i c e s  have d e c l i n e d  from t h e i r  r e c o r d  l e v e l s  b u t  s t i l l  remain a 
p r i n c i p a l  s o u r c e  of c a s h  f low f o r  t h e  f a r m e r s .  

I n  manufac tu r ing ,  t h e  D i s t r i c t  au tomobi l e  p l a n t s ,  w i t h  t h e  
e x c e p t i o n  o f  t h e  one i n  Kansas C i t y ,  have been o p e r a t i n g  on a f u l l  
t w o - s h i f t  p r o d u c t i o n  s c h e d u l e .  And t h a t  p l a n t  i n  Kansas C i t y ,  which 
i s  a new GM p l a n t ,  w i l l  be p u t t i n g  i t s  second s h i f t  back on i n  
September .  s u g g e s t i n g  t h a t  t h o s e  p r o d u c t i o n  s c h e d u l e s  a r e  g e a r i n g  up 

I 
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t o  meet what t h e y  hope t o  be s a l e s .  C o n s t r u c t i o n  a c t i v i t y  i n  t h e  
D i s t r i c t  a l s o  c o n t i n u e s  t o  improve.  The b u i l d i n g  c o n t r a c t  awards i n  
t h e  D i s t r i c t  i n  A p r i l ,  f o r  example.  were n e a r l y  25 p e r c e n t  above y e a r -
ago l e v e l s  and t h a t  was p r i n c i p a l l y  a r e s u l t  o f  p u b l i c  works p r o j e c t s ,  
o r  i n f r a s t r u c t u r e  k i n d s  of  p r o j e c t s .  However, t h e  r e s i d e n t i a l  and t h e  
n o n r e s i d e n t i a l  c o n t r a c t s  have shown improvement o v e r  y e a r - a g o  l e v e l s ,  
so  t h e r e  i s  some hope t h a t  t h o s e  w i l l  c o n t i n u e  and w e  w i l l  n o t  have 
a n o t h e r  downturn i n  t h a t  a r e a .  The energy  s e c t o r  h a s  been a dead 
i s s u e  i n  t h e  s e n s e  t h a t  p r i c e s  a r e  such  t h a t  i t  j u s t  does  n o t  
encourage  any new e x p l o r a t i o n :  i n d e e d ,  t h e y ’ v e  s h u t  down some of t h e  
s m a l l  p r o d u c i n g ,  s t r i p p e r - t y p e  w e l l s  a s  a r e s u l t  of t h e  c u r r e n t  o i l  
p r i c e s  and p r o j e c t i o n s  of p r i c e s  i n  t h e  f u t u r e .  On t h e  o t h e r  s i d e ,  
n a t u r a l  gas  p r i c e s ,  which t h e  Tenth  D i s t r i c t  p r o b a b l y  i s  b e t t e r  known 
f o r - - i t  h a s  a g r e a t e r  supp ly  of  n a t u r a l  gas  c e r t a i n l y  t h a n  o f  
p e t r o l e u m - c o n t i n u e  t o  d e t e r i o r a t e  and a s  a r e s u l t  t h e r e ’ s  n o t  g r e a t
e u p h o r i a  i n  t h a t  a r e a .  

On t h e  n a t i o n a l  l e v e l ,  w e ’ r e  n o t  g r e a t l y  d i f f e r e n t  from t h e  
Greenbook f o r e c a s t  b u t .  l i k e  Mr. F o r r e s t a l .  we have a l i t t l e  d i f f e r e n t  
p a t t e r n .  For  example ,  w e  do not  show i n  t h e  l a s t  h a l f  of  1 9 9 1  a s  much 
v i g o r  i n  t h e  economy a s  t h e  s t a f f  d o e s .  A s  b e s t  a s  I can  d e t e r m i n e ,  
l o o k i n g  a t  t h e  r e l a t i v e  f i g u r e s ,  t h e  s t a f f  h a s  a f a i r l y  s h a r p  comeback 
i n  i n v e n t o r i e s  which w e  do n o t  have .  On t h e  o t h e r  hand .  i n  1 9 9 2  w e ’ r e  
a b i t  s t r o n g e r  t h a n  t h e y  a r e  and t h e  a v e r a g e s  f o r  t h e  n e x t  s i x  
q u a r t e r s  t o g e t h e r  a r e  r i g h t  on t h e  b u t t o n  a t  abou t  3-314 p e r c e n t
growth t h r o u g h  t h a t  p e r i o d  and i n  1993.  

CHAIRMAN GREENSPAN. P r e s i d e n t  Syron.  

MR. SYRON. Thank you. Mr. Chairman. A s  f a r  a s  t h e  F i r s t  
D i s t r i c t  g o e s ,  I ’ d  s a y  t h a t  t h e r e  has  n o t  been much change.  I t ’ s  
p r e t t y  c l e a r  a t  t h i s  p o i n t  t h a t  t h e  D i s t r i c t  has  been t h r o u g h  i t s  most 
wrenching a d j u s t m e n t  s i n c e  World War 11. A l o t  o f  t h a t .  o b v i o u s l y ,  i s  
because  o f  t h e  bubb le  t h a t  w e  were coming o u t  o f .  Much h a s  t o  do w i t h  
s p e c i f i c  problems t h a t  a r e  n o t  s e n s i t i v e  t o  t h e  U.S. economy. I n  
manufac tu r ing .  w e  have almost  weekly announcements of l a y o f f s :  a l o t  
of them have  t o  do w i t h  some s p e c i f i c  problems i n  o u r  h i g h - t e c h
i n d u s t r y .  I n  t h e  d e f e n s e  s e c t o r ,  w e  have announcements o f  shutdowns 
of p l a n t s :  b u t  t h a t  h a s  t o  do w i t h  T i p  O ’ N e i l l  n o t  b e i n g  Speaker  [of
t h e  House]:  t h e y ’ r e  n o t  s e n s i t i v e  t o  macro p o l i c y .  O u t s i d e  of  t h e  
h i g h - t e c h  a r e a .  t h e  encouraging  s i g n  t h a t  w e  g e t  i n  t a l k i n g  t o  
m a n u f a c t u r e r s  i s  t h a t  t h e  g e n e r a l  t r e n d  seems t o  be t h a t  t h i n g s  a r e n ’ t  
g e t t i n g  any worse and about  h a l f  of them seem t o  see t h i n g s  g e t t i n g  
somewhat b e t t e r .  They do have a v e r y .  v e r y  c a u t i o u s  approach  t o  
c a p i t a l  s p e n d i n g .  G e n e r a l l y .  we d o n ’ t  s e e  any problems w i t h  
i n v e n t o r i e s  and I ’ m  s e e i n g  a f a v o r a b l e  p r i c e  per formance  from t h e i r  
s u p p l i e r s .  A s  f a r  a s  r e t a i l  s a l e s  g o .  c o n s i s t e n t  w i t h  what h a s  
happened i n  o t h e r  D i s t r i c t s ,  e x - a u t o s  we have s e e n  some s i g n i f i c a n t
p ickup i n  o u r  D i s t r i c t .  But we’ve had v e r y ,  v e r y  warm weather  and 
t h a t  p r o b a b l y  i s  p a r t  of i t .  I n  t h e  r e a l  e s t a t e  s e c t o r ,  a s  h a s  been 
mentioned i n  s e v e r a l  o t h e r  c a s e s ,  we have s e r i o u s  problems remain ing .  
Probably  t h e  b e s t  e s t i m a t e s  a r e  t h a t  we have abou t  54 m i l l i o n  s q u a r e
f e e t  of v a c a n t  s p a c e .  Even i f  w e  were t o  g e t  a r e c o v e r y  f a i r l y  soon ,  
o p t i m i s t i c a l l y  we would be l o o k i n g  a t  an a b s o r p t i o n  r a t e  o f  4 o r  5 
m i l l i o n ,  t o p s .  of t h a t  space .  S o .  i t  j u s t  l o o k s  a s  i f  we have a ways 
t o  go t h e r e .  T h a t .  o f  c o u r s e .  h a s  had v e r y .  v e r y  s e r i o u s  e f f e c t s  and 
we’ re  a l o n g  way from b e i n g  o u t  o f  t h e  woods. I n  terms of  our  
f i n a n c i a l  s e c t o r .  t h e r e  i s  a l o t  of  d i s c u s s i o n  on t a l k  r a d i o  about  
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t h a t .  I suppose  t h e  f a v o r a b l e  a s p e c t  o f  it i s  t h a t  i t  d o e s n ’ t  seem t o  
a f f e c t - - e x c e p t  i n  a b r o a d e r  consumer c o n f i d e n c e  s e n s e - - p e o p l e ’ s
b e h a v i o r .  Peop le  a r e  n o t  runn ing  from one bank t o  a n o t h e r :  t h e y  f e e l  
q u i t e  s e c u r e  w i t h  t h e r e  b e i n g  f e d e r a l  i n s u r a n c e .  And some people  a r e  
s a y i n g  t h e y ’ v e  been th rough  t h r e e  i n s t i t u t i o n s  and t h e y  expec t  t h e y ’ l l  
go t h r o u g h  a c o u p l e  more b e f o r e  t h e y  g e t  t o  a n o t h e r  s i t u a t i o n .  We do 
have some f e e l i n g  t h a t  a c r e d i t  c runch  i s  s t i l l  going  on b u t ,  aga in
c o n s i s t e n t  w i t h  what Bob F o r r e s t a l  s a i d ,  l o a n  demand f o r  p r o j e c t s  o r  
e n t e r p r i s e s  one would want t o  f i n a n c e  i s  q u i t e  weak. I n  t h e  
r e s i d e n t i a l  s e c t o r  we a r e  s e e i n g  some p ickup i n  hous ing ;  t h a t  has  
c o n t i n u e d .  That  i s  n o t  r e f l e c t e d  i n  p r o d u c t i o n  y e t ,  t hough ,  because  
of  t h e  overhang t h a t  w e  s t i l l  have .  

A s  f a r  a s  t h e  n a t i o n a l  economy g o e s ,  I have v e r y  l i t t l e  t o  
add t o  t h e  Greenbook f o r e c a s t .  I am c o m f o r t a b l e  w i t h  t h e  f o r e c a s t  
b o t h  i n  t e r m s  of i t s  l i k e l i h o o d  and a l s o  i n  t h i n k i n g  t h a t  i t ’ s  n o t  a 
bad s i t u a t i o n  t o  have e v o l v e .  One c a n ’ t  h e l p  b u t  be  s t r u c k ,  a s  was 
p o i n t e d  o u t  by Mike i n  h i s  p r e s e n t a t i o n ,  by t h e  unusua l  n a t u r e  of  t h i s  
r e c o v e r y - - t h e  impor tance  of i n v e n t o r y  swings  and of  e x p o r t s  i n  t e rms  
of  what we’ re  l o o k i n g  forward  t o .  And I t h i n k  a l l  o f  t h i s  means t h a t  
we a lmos t  c e r t a i n l y  have reached  t h e  bot tom;  b u t  t h e r e  a r e  s i g n i f i c a n t  
u n c e r t a i n t i e s  abou t  t h e  upswing. Although h o p e f u l l y  n o t  g r a t u i t o u s l y ,  
I f i n d  myse l f  comfor t ab le  w i t h  t h e  s t a f f ’ s  assumpt ion  of what t h e  
b a s e l i n e  i s  because  on a somewhat [ c a p r i c i o u s l y ]  v e l o c i t y - a d j u s t e d  M2 
b a s i s  I c o n s i d e r  t h a t  t o  be  about  what w e  had b u i l t  i n t o  t h e  b a s e l i n e .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Keehn. 

MR. KEEHN. Thank you. Mr. Chairman. F i r s t ,  w i t h  r e g a r d  t o  
t h e  n a t i o n a l  economy, our  f o r e c a s t  i s  v e r y  s i m i l a r  t o  t h e  s t a f f ’ s  
f o r e c a s t .  The d i f f e r e n c e s  a r e  r e a l l y  v e r y  much a t  t h e  margin .  Maybe 
my memory i s  f a u l t y ,  b u t  i t ’ s  i n t e r e s t i n g  t h a t  t h e  range  o f  t h e  
members’ f o r e c a s t s  t h i s  t i m e .  p a r t i c u l a r l y  f o r  r e a l  G N P .  seems a b i t  
nar rower  t h a n  I e v e r  remember i n  t h e  p a s t .  Our o u t l o o k  i s  a l i t t l e  
more modest t h a n  t h e  s t a f f  f o r e c a s t  f o r  b o t h  t h i s  y e a r  and n e x t .  I 
t h i n k ,  l i k e  Roger Guffey.  t h a t  t h e  main d i f f e r e n c e  i s  i n  t h e  i n v e n t o r y  
a r e a .  Although t h e  s t a f f  f o r e c a s t  would s u g g e s t  a somewhat s m a l l e r  
i n v e n t o r y  swing t h i s  t i m e  t h a n  i n  t h e  p a s t .  n o n e t h e l e s s .  o u r  numbers 
a r e  even  a b i t  more modest t h a n  t h a t .  I t h i n k  t h e  o t h e r  d i f f e r e n c e s  
r e a l l y  a r e  v e r y  modest and our  numbers l i n e  up r e a s o n a b l y  w e l l .  

With r e g a r d  t o  t h e  D i s t r i c t .  t h e r e  a r e  i n c r e a s i n g  s i g n s  t h a t  
we have reached  s t a b i l i z a t i o n  and I t h i n k  t h e  p r o s p e c t  f o r  renewed 
growth h a s  improved q u i t e  a good d e a l  s i n c e  t h e  l a s t  mee t ing .
D i s t r i c t  employment was e s s e n t i a l l y  unchanged i n  May a f t e r  d e c l i n i n g  
s i g n i f i c a n t l y  i n  A p r i l  and .  a s  we [ su rvey]  t h e  h i r i n g  p l a n s  f o r  t h e  
t h i r d  q u a r t e r ,  t h e  employment s i t u a t i o n  l o o k s  t o  be g e t t i n g  b e t t e r .  
A s  a l w a y s ,  t h e  a u t o  s e c t o r  i s  a b s o l u t e l y  key t o  t h e  D i s t r i c t  and.  of  
c o u r s e .  we a r e  i n  t h e  model changeover  p e r i o d  and t h e r e  i s  an awful  
l o t  of u n c e r t a i n t y  o u t  t h e r e .  But I t h i n k  on ba lance- -maybe  i t ’ s  
because  peop le  a r e  l o o k i n g  t o  a new m o d e l - - t h a t  t h e  a t t i t u d e s  a r e  a 
l i t t l e  more p o s i t i v e .  And we would a n t i c i p a t e  t h a t  p r o d u c t i o n
s c h e d u l e s  i n  t h e  t h i r d  q u a r t e r  would add a f u l l  p e r c e n t a g e  p o i n t  t o  
t h e  GNP. Even though a u t o  i n v e n t o r i e s  a t  r e t a i l  a r e  i n  good b a l a n c e ,  
n o n e t h e l e s s .  I t h i n k  t h e  p r o d u c t i o n  r i s k s  c o n t i n u e  t o  be  on t h e  weak 
s i d e .  Given t h e  r e s u l t s  o f  t h e  1 9 9 1  model y e a r ,  any way you look  a t  
it t h e r e  i s  an awful  l o t  o f  nervousness  abou t  t h e  1 9 9 2  models ,  and we  
a r e n ’ t  go ing  t o  know t h e  market  r e a c t i o n  t o  a l l  t h i s  u n t i l  l a t e r  t h i s  
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month and  r e a l l y  i n t o  August .  But t h e  d e a l e r  a t t i t u d e s  a r e  b e t t e r :  
fewer  a r e  o p e r a t i n g  i n  l o s s  p o s i t i o n s  now t h a n  was t h e  c a s e  b e f o r e  and 
i n  g e n e r a l ,  a s  I s a y .  t h e  a u t o  i n d u s t r y  a t t i t u d e  i s  a l i t t l e  more 
p o s i t i v e .  T h i s  i s  working down i n t o  t h e  s u p p l i e r  s e c t o r .  The s t e e l  
b u s i n e s s  i s  a b i t  b e t t e r  t h a n  was t h e  c a s e  a t  t h e  t i m e  of t h e  l a s t  
mee t ing .  The f o r e c a s t  of  sh ipments  f o r  t h e  y e a r  h a s  been moved up a 
b i t  t o  7 7 - 7 8  m i l l i o n  t o n s .  And t h e  i n i t i a l  o u t l o o k  f o r  n e x t  y e a r - - a t
t h i s  p o i n t  it h a s  t o  be  v e r y  [ p r e l i m i n a r y ] - - i s  t h a t  sh ipments  w i l l  
come i n  a t  abou t  80 m i l l i o n  t o n s .  But  s t i l l ,  i t ’ s  i m p o r t a n t  t o  
remember t h a t  t h e s e  numbers a r e  s i g n i f i c a n t l y  lower  t h a n  t h e  85 
m i l l i o n  t o n s  t h a t  were sh ipped  i n  1 9 9 0 .  I n  t h e  c a p i t a l  goods a r e a .  an 
awful  l o t  of weakness  c o n t i n u e s .  C o n s t r u c t i o n  o r d e r s  s t i l l  a r e  w e l l  
below l a s t  y e a r :  t h e  machine t o o l  b u s i n e s s  i s  s o f t .  Heavy t r u c k  s a l e s  
t h i s  y e a r  a r e  a b o u t  15 p e r c e n t  lower t h a n  was t h e  c a s e  l a s t  y e a r ,
which was n o t  a v e r y  good y e a r .  

I n  t h e  a g r i c u l t u r a l  s e c t o r .  we  have a c o u p l e  of i n t e r e s t i n g
d i c h o t o m i e s .  F i r s t .  s t a r t i n g  w i t h  t h e  weather :  P a r t s  of Iowa a r e  
ve ry  wet--much t o o  w e t  i n  f a c t  t o  g e t  i n t o  t h e  f i e l d s :  b u t  some p a r t s
of  I n d i a n a  h a v e n ’ t  had enough r a i n .  None the le s s ,  on b a l a n c e ,  w i t h  any 
r e a s o n a b l e  l u c k  on growing c o n d i t i o n s  i t  should  be  a good p r o d u c t i o n  
y e a r .  The p l a n t i n g  i s  about  completed i n  t h e  D i s t r i c t .  For some, 
t hough ,  I would s a y  it was t h e  l a t e s t  p l a n t i n g  t h a t  t h e y ’ v e
expe r i enced  i n  a g r e a t  many y e a r s .  And t h e  l a t e s t  A g r i c u l t u r e
Department s u r v e y  on p l a n t i n g  would s u g g e s t  t h a t  D i s t r i c t  c o r n  and 
soybean a c r e a g e  i s  up j u s t  a b i t  t h i s  y e a r ,  which b r i n g s  t h e  o t h e r  
dichotomy fo rward :  namely,  food p r i c e s .  Because of t h e  i n c r e a s e d  
ac reage  and s i g n i f i c a n t l y  lower e x p o r t  o p p o r t u n i t i e s ,  t h e  c a r r y o v e r
s t o c k s  t h i s  y e a r  a r e  l i k e l y  t o  be heavy.  and p r i c e s  a r e  under  
s i g n i f i c a n t  [downward] p r e s s u r e .  Corn and soybean p r i c e s  p a r t i c u l a r l y  
a r e  under  a l o t  of p r e s s u r e .  T h e r e f o r e ,  farm income i s  go ing  t o  be 
down, and I am b e g i n n i n g  t o  h e a r  some bad news o u t  of  some p a r t s  of  
t h e  a g r i c u l t u r a l  s e c t o r  t h a t  a r e  a l i t t l e  more h i g h l y  l e v e r a g e d  t h a n  
o t h e r s .  We cou ld  have some more problems t h e r e .  

On t h e  i n f l a t i o n  f r o n t ,  t h e  news c o n t i n u e s  t o  be good and t h e  
o u t l o o k  i s  even  b e t t e r .  M a t e r i a l s  p r i c e s  a r e  under  a l o t  of 
[downward] p r e s s u r e  and c o m p e t i t i v e  c o n d i t i o n s  c o n t i n u e  t o  be  ve ry  
heavy.  For some o f  t h e  l a r g e  manufac tu re r s  whom I t a l k  t o ,  t h e  
i n c r e a s e s  i n  t h e i r  pu rchase  p r i c e s  t h i s  yea r  a r e  lower  t h a n  l a s t  y e a r .  
One v e r y  l a r g e  m a n u f a c t u r e r  t h a t  I t a l k  t o  from t i m e  t o  t i m e  s a y s  t h a t  
i n  f a c t  t h e y  have a l o t  of l e v e r a g e :  t h e y  have been a b l e  t o  a c h i e v e  a 
decr‘ease i n  t h e  o v e r a l l  c o s t  of t h e i r  raw m a t e r i a l s  and o t h e r  
purchased  p r o d u c t s  t h i s  y e a r .  S o ,  t h e y ’ v e  accomplished a good d e a l .  
Labor c o n t r a c t s  c o n t i n u e  t o  be f a v o r a b l e .  w i t h  f a i r l y  l o n g  c o n t r a c t s  
and good t e r m s .  But I would c a u t i o n  t h a t  t h e r e  a r e  a t  l e a s t  two major  
c o n t r a c t s  i n  t h e  D i s t r i c t  coming up t h i s  f a l l  t h a t  cou ld  make a 
d i f f e r e n c e .  B u t .  n e t ,  D i s t r i c t  c o n d i t i o n s  seem t o  have s t a b i l i z e d ,  
a l b e i t  a t  a f a i r l y  low l e v e l ,  and p e o p l e ’ s  o u t l o o k s  seem t o  be much 
more p o s i t i v e  t h a n  a t  t h e  t i m e  of t h e  l a s t  mee t ing .  

CHAIRMAN GREENSPAN. P r e s i d e n t  S t e r n .  

MR. STERN. Thank you.  If you go t h r o u g h  t h e  D i s t r i c t  
economy s e c t o r  by s e c t o r ,  I t h i n k  you conclude  t h a t  c o n d i t i o n s  a r e  
mixed. That  i s ,  you can  f i n d  some s e c t o r s  t h a t  a r e  do ing  r easonab ly  
w e l l  and o t h e r s  t h a t  a r e  n o t .  On t h e  o t h e r  hand ,  if you c u t  i t  
d i f f e r e n t l y  and a s k  how t h e  second q u a r t e r  l ooks  compared t o  t h e  
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first, almost universally I think people would report that the second 
quarter looks a good deal better than the first. Some of that is 
undoubtedly seasonal but. even discounting for that, it is pretty
obvious from the reports we get from our directors and advisory
council members and so forth that the economy in the District clearly
did better in the second quarter. 

With regard to the national outlook. I find myself quite
comfortable with the Greenbook forecast. primarily for one important 
reason that I think some people were getting at earlier. Presumably,
the path of the economy isn’t independent of the policies pursued.
Following the ’ 8 1 - ’ 8 2  recession we had a massive tax cut and 
expansionary monetary policy for at least some time. If memory serves 
me correctly. we had some of the same kind of policy mix coming out of 
’73-’75.and it wasn’t surprising that we had a very strong expansion.
I think we will get a modest expansion this time, basically because I 
don’t think we’re going to see fiscal stimulus and I’m assuming we 
will not see much in the way of monetary stimulus. So those things go
hand-in-hand,and I think they give us the kind of path for the 
economy that the Greenbook suggests. 

CHAIRMAN GREENSPAN. President Boehne 


MR. BOEHNE. Well, my story has largely been told. I think 
the Philadelphia District is much in line with what is going on in 
most of the country. We’re in the process of bottoming out but 
there’s no lift-off yet. I would say attitudes in the business and 
banking community are hopeful but still cautious. Business people
don’t read as much into a tenth or two increase from month-to-month as 
do analysts. I think they tend to look more at their absolute level 
of output in business and they still see that business is low even 
though it’s stabilizing. One gets the sense that a little good news 
would go a long way toward substantially improving confidence. I 
think the other side is true, too: Bad news would have a magnified
effect in the pessimistic direction. But I think things have 
stabilized and attitudes are lagging some and will probably catch up.
I can ditto pretty much what Bob Forrestal said about credit 
conditions and banks. I’m getting more calls than I would like from 
bankers who basically are saying “I told my board that at the end of 
the year I was taking a big write-off and I ought to have most of it 
behind us :  now I’m coming back and going to have to put in for some 
more.” I think the worst is over but there’s still bad news coming 
out. And that does feed into this vulnerability issue concerning the 
financial sector. People are just being bombarded with it: to me it’s 
the largest vulnerability that we have. I think you would find that 
credit demand is still weak. Business people will say there is a 
credit crunch while the bankers will say there is no credit crunch but 
they just need to make good loans. I think that is still there. 

As far as the forecast goes. I think the staff is broadly 
correct in forecasting a modest upturn for all the reasons that have 
been given. I would see perhaps less growth in the second half of 
this year and more next year, simply because there are these cautious 
attitudes out there. Lots of business people are largely writing off 
’90 and ’91 and looking more toward ’ 9 2 .  But that’s certainly a 
subtle difference, and I think the broad contours are correct. 

CHAIRMAN GREENSPAN. Governor Angell. 
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MR. ANGELL. My f o r e c a s t  f o r  nominal GNP i s  a l i t t l e  lower 
t h a n  t h e  s t a f f ’ s  f o r  t h e  f o u r  q u a r t e r s  end ing  i n  t h e  f o u r t h  q u a r t e r  of  
’ 9 1 .  F r a n k l y ,  I t h i n k  I would be more c o m f o r t a b l e  i f  I were a 
d i s i n t e r e s t e d  p a r t y  l o o k i n g  a t  t h e  Board s t a f f ’ s  f o r e c a s t  t h a n  I would 
w i t h  my own because  mine seems somewhat extreme t o  m e  i n  some ways.
Yet I t h i n k  I ’ m  l o o k i n g  a t  t h e  v e r y  same t h i n g s  t h a t  Mike P r e l l  h a s  
looked a t  i n  t e r m s  o f  modi fy ing  h i s  f o r e c a s t  t o  a l e s s - t h a n - e x u b e r a n t  
r e c o v e r y .  But Don i s  c e r t a i n l y  c o r r e c t  when he s u g g e s t s  t h a t  Reg Q i s  
not  [ a  f a c t o r ]  t h i s  t i m e .  and I t h i n k  t h a t  does  mean some v e r y
d i f f e r e n t  t h i n g s  f o r  money growth.  [ S e v e r a l ]  of you have mentioned 
t h e  t a x  and f i s c a l  p o l i c i e s ,  and I t h i n k  t h a t  h a s  t o  be no ted  a s  a 
d i f f e r e n c e  t h i s  t i m e  a round .  That  i s .  q u i t e  o f t e n  w e  g e t  e i t h e r  some 
more l i b e r a l  o r  f a s t e r  d e p r e c i a t i o n  o f  c a p i t a l  r u l e s  o r  i nves tmen t  t a x  
c r e d i t  o r  a r e d u c t i o n  o f  c a p i t a l  g a i n s  t a x :  t h e r e ’ s  a lways some d e a l  
ou t  t h e r e .  and t h i s  t i m e  t h e r e  i s  no d e a l  o u t  t h e r e .  We have t o  
remember t h a t  t h i s  t i m e  w e ’ r e  a l s o  n o t  g e t t i n g  any a c t i o n  i n  t h e  long  
bond a s  we o r d i n a r i l y  d o .  If you t a k e  e i t h e r  t h e  1 2  months b e f o r e  t h e  
r e c e s s i o n  s t a r t e d  o r  t a k e  a p o i n t  ha l fway i n t o  t h e  r e c e s s i o n ,  which 
would be  a l l  of 1990.  l o n g  bond r a t e s  i n  1 9 9 1  d o n ’ t  move [ i n  a way
t h a t  s u g g e s t s ]  t h e y ’ r e  go ing  t o  be  any d i f f e r e n t  t h a n  1 9 9 0  l o n g  bond 
r a t e s .  S o .  t h a t ’ s  q u i t e  a n  a d v e r s e  f a c t o r  f o r  t h e  r e s i d e n t i a l  r e a l  
e s t a t e  s e c t o r  t h a t  needs  r ecove ry .  O r d i n a r i l y ,  we f i n d  t h a t  household 
e x p e n d i t u r e s  do seem t o  r e l a t e  t o  what happens t o  home s t a r t s - - n o t  
j u s t  a p p l i a n c e s  b u t  c r a z y  t h i n g s  l i k e  au tomobi l e s  seem a l s o  t o  be  
r e l a t e d .  I t h i n k  we have a consumer out  t h e r e  who i s  a l s o  more 
damaged i n  r e g a r d  t o  h i s  exuberance  f o r  t h e  f u t u r e  t h a n  we’ve s e e n  i n  
a l l  o f  t h e  pos t -Wor ld  War I1 r e c o v e r i e s .  I j u s t  d o n ’ t  t h i n k  t h e r e ’ s  a 
l o t  o f  en thus i a sm f o r  bor rowing  and spend ing .  F i n a l l y ,  t h e  
r e a l i z a t i o n  by many consumers t h a t  t h e r e  i s  no t a x  d e d u c t i b i l i t y  on 
t h e i r  i n t e r e s t  c h a r g e s  i s  a f a c t o r  t h e r e .  S o .  t h i s  seems t o  be a 
consumer who i s  behav ing  d i f f e r e n t l y .  I know. Mike, t h a t  you have it 
i n  your  numbers. t o o :  I ’ m  j u s t  t a k i n g  it down a s t e p  more t h a n  you 
d i d .  which i s  p robab ly  t o o  ex t reme t o  be worth much. But t h a t  t e n d s  
a l s o  t o  g e t  m e  a l i t t l e  b e t t e r  p i c t u r e  i n  r e g a r d  t o  t h e  i m p o r t s :  t h a t  
i s ,  I t h i n k  t h e  consumer i s  b e i n g  a l i t t l e  less  exube ran t  s o  I do n o t  
expec t  t h e  rebound i n  i m p o r t s  t h a t  t h e  s t a f f  h a s  i n  i t s  p r o j e c t i o n .  

What r e a l l y  w o r r i e s  me i s  t h a t  we have n o t  had t h e  k i n d  o f  
p r i c e  e f f e c t  t h a t  it seems t o  me we shou ld  have had.  That  i s ,  g iven  
t h e  money growth r a t e s .  g iven  t h e  s l a c k  t h a t ’ s  i n  t h e  economy, and 
g iven  t h i s  r e c e s s i o n  e f f e c t ,  it d o e s n ’ t  seem t o  be  t h e r e .  Why have 
commodity p r i c e s  f a i l e d  t o  d e c l i n e  a s  much a s  t h e y  o r d i n a r i l y  would 
d u r i n g  r e c e s s i o n  p e r i o d s ?  Now, it a l s o  l o o k s  as if commodity p r i c e s  
a r e  n o t  s p i k i n g  upward i n  a r ecove ry  l i k e  t h e y  o r d i n a r i l y  would.  S o ,  
w e  have a d i f f e r e n t  p i c t u r e  i n  commodity p r i c e s  t h a n  I ’ v e  s e e n  i n  a 
r e c e s s i o n  and.  f r a n k l y ,  I ’ m  v e r y  puzz led  by i t .  A t  t h e  same t ime t h a t  
commodity p r i c e s  do n o t  show t h e  e x t e n t  o f  t h e  r e c o v e r y .  I t h i n k  i t ’ s  
somewhat s t r a n g e  t h a t  go ld  p r i c e s  f a i l e d  t o  move down. Given c e n t r a l  
banks’  reduced w i l l i n g n e s s  t o  own g o l d ,  o r  g iven  what I see a s  a 
r e l u c t a n c e  i n  t h e  f o r e i g n  c e n t r a l  banks and o t h e r s  t o  h o l d  a s  l a r g e
gold s t o c k s .  g iven  c o u n t r i e s  i n  s o u t h e a s t  As ia  who have changed t h e i r  
a t t i t u d e s  [ toward g o l d ] .  and g iven  t h e  S o v i e t  Union [ s a l e s ] .  I d o n ’ t  
unde r s t and  why go ld  p r i c e s  do n o t  come down. I t  s u g g e s t s  t o  m e  t h a t  
t h e r e  may be  some what w e  c a l l  “ c r a z i e s ”  out  t h e r e  who b e l i e v e  t h a t  
gold i s  a good [ i n f l a t i o n  hedge ] .  And I guess  I t h i n k  t h a t  [ i n f l a t i o n
concern]  i s  i n  t h e  l o n g  bond. 
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On money growth ,  I do n o t  expec t  5-1/2 p e r c e n t  money growth 
w i t h  i n t e r e s t  r a t e s  s t a y i n g  where t h e y  a r e .  With i n t e r e s t  r a t e s  
s t a y i n g  a t  c u r r e n t  l e v e l s ,  I expec t  lower money growth--more l i k e  what 
we’ve s e e n .  S o ,  I do not  s e e  t h a t  it t a k e s  a d r a m a t i c  run-up  i n  
s h o r t - t e r m  i n t e r e s t  r a t e s  i n  o r d e r  t o  keep money growth a t  4 p e r c e n t .  
Well, t h a t ’ s  a c o n t r a r y  and r a t h e r  rambl ing  i n d i c a t i o n  of  my be ing
pe rp lexed  by what i s  going  on.  So .  I d o n ’ t  have much conf idence  i n  my 
f o r e c a s t ,  Mr. Chairman. 

CHAIRMAN GREENSPAN. Governor LaWare. 

MR. LAWARE. M r .  Chairman, I t h i n k  t h e  d i r e c t i o n  o f  t h e  
economy, a s  i n d i c a t e d  by t h e  r e c e n t  news. i s  o b v i o u s l y  up.  And I have 
a good d e a l  of  c o n f i d e n c e  t h a t  indeed  we a r e  i n  a r ecove ry  mode and 
t h a t  t h e  s t a f f  p r o j e c t i o n  i s  a r e a s o n a b l e  one .  My concern  i s  t h a t  t h e  
r ecove ry  d o e s n ’ t  a b o r t  a l o n g  t h e  way. Without b e i n g  a b l e  t o  i d e n t i f y
p o s s i b l e  e x t e r n a l  shocks  t h a t  might s t a l l  o u t  t h e  r e c o v e r y ,  I c o n t i n u e  
t o  t h i n k  t h e  downside r i s k  i s  s i g n i f i c a n t .  And I b e l i e v e  t h a t  it i s  
c e n t e r e d  i n  t h e  f i n a n c i a l  sys tem.  Although t h e  s t o c k  market  c o n t i n u e s  
t o  s u r p r i s e  me by i t s  s t r e n g t h ,  I ’ m  concerned t h a t  c o n t i n u e d  weakness 
i n  c o r p o r a t e  p r o f i t s  and a n o t h e r  s p a t e  of bad news abou t  t h e  banks 
cou ld  c a u s e  t h e  marke t  t o  r e t r e a t  and t h e  c o n f i d e n c e  o f  b o t h  consumers 
and banke r s  t o  e v a p o r a t e .  Without more v igo rous  l e n d i n g  by banks and 
t h e  c o n c u r r e n t  demand from b o t h  consumers and b u s i n e s s e s ,  t h e  recovery
cou ld  run  o u t  o f  g a s .  I d o n ’ t  s e e  t h e  banks e x h i b i t i n g  r o s i e r  cheeks 
much b e f o r e  t h e  f i r s t  q u a r t e r  of  n e x t  y e a r ,  which makes t h e  n e x t  s i x  
months c r i t i c a l .  And i n  t h a t  k ind  of  an envi ronment ,  w e  need t o  
remain f l e x i b l e  and t a c t i c a l l y  nimble i n  t h e s e  months ahead .  Given 
a l l  t h a t .  I would f a v o r  keeping  t h e  range  f o r  M2 growth j u s t  where it 
i s .  I t  might  be  a s e r i o u s  m i s t a k e  t o  s i g n a l  our  i n t e n t  t o  s low t h e  
growth i n  t h e  a g g r e g a t e s  b e f o r e  we have c o n f i r m a t i o n  o f  t h e  s t r e n g t h
of  t h e  r e c o v e r y .  

CHAIRMAN GREENSPAN. Vice Chairman. 

V I C E  CHAIRMAN CORRIGAN. The economic f o r e c a s t  t h a t  my 
a s s o c i a t e s  i n  New York have p u t  t o g e t h e r  i s  n o t  now m a t e r i a l l y  o r  
s y s t e m a t i c a l l y  d i f f e r e n t  from Mike’s f o r e c a s t :  t h e r e  a r e  some 
d i f f e r e n c e s  around t h e  edges .  I n  l i s t e n i n g  t o  t h e  t a l k  around t h e  
t a b l e ,  Mr. Chairman, I ’ m  i n c l i n e d  t o  t h e  view t h a t  Mr. P r e l l  and h i s  
c o l l e a g u e s  pe rhaps  s h o u l d  q u a l i f y  f o r  a go ld  s t a r  e i t h e r  f o r  
f o r e c a s t i n g  o r  f o r  courage  i n  s t a n d i n g  p a t  a g a i n s t  t h e  s k e p t i c i s m  of 
many of  us around t h e  t a b l e  f o r  t h e  p a s t  s i x  months.  

CHAIRMAN GREENSPAN. With an oak l e a f  c l u s t e r !  

V I C E  CHAIRMAN CORRIGAN.  With a n  oak l e a f  c l u s t e r !  You’re  
n o t  t h e r e  y e t ,  Mike, b u t  you l o o k  a heck o f  a l o t  b e t t e r  t h a n  we  
t h o u g h t .  I do t h i n k  i t ’ s  a g r e a t  t r i b u t e  t o  Mike and h i s  c o l l e a g u e s  
t h a t  t h e y  were w i l l i n g  t o  s t a n d  p a t ,  e s s e n t i a l l y ,  w i t h  t h e i r  f o r e c a s t  
when a l o t  o f  p e o p l e .  i n c l u d i n g  myse l f ,  w e r e n ’ t  buying  i t .  N O W ,  i t ’ s  
n o t  i n  t h e  b a r n  a s  Roger Guffey would s a y - - o r  t h e  b i n ,  I g u e s s .  I 
neve r  g e t  t h o s e  two t h i n g s  s t r a i g h t ,  b i n s  and b a r n s .  b u t - 

CHAIRMAN GREENSPAN. Barn i s  f o r  hogs:  b i n  i s  f o r  c o r n .  

V I C E  CHAIRMAN CORRIGAN.  Okay. [ I  had] good t r a i n i n g :  I was 
out  i n  t h e  Nin th  D i s t r i c t .  t o o !  
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MR. BLACK. You left too soon! 


VICE CHAIRMAN CORRIGAN. I left too soon. In terms of the 

anecdotal [evidence]. I can say that even among the industrial sector 

types that I talk to, if nothing else. the decibel count is down a 

bit. And if you try really hard, you can even find one or two here 

and there that acknowledge that something looks a little better. If 

that’s not confirmation. Mike, I don’t know what is! Having said 

that, there still is. of course, a not-so-silentminority who remain 

concerned about a double-dip. And something that surprised me a 

little is that we actually hear a little more these days about the 

credit crunch than maybe we did even six months ago. That may just be 

some people smelling the coffee for the first time: nevertheless. 

certainly that was the impression I had with the fall meeting of our 

Small Business Advisory Council as opposed to the last two meetings

when they were in. I do agree with John LaWare. Bob Forrestal. Ed 

Boehne, and perhaps others, who have made the point that in terms of 

the near-term risks. the financial fragility factor probably looms as 

the largest. [The financial system] is still tender. I think John’s 

comments about some of the events at the end of last week illustrate 

that point. On the other hand, and for what it’s worth, we’ve just 

gotten through examinations of a couple of the big banks that we 

examine directly and I see some evidence, at least on the basis of 

that small sample, that the rise in problem loans is stabilizing at a 

high but. in these cases, not alarming level. I’m also hearing 

reports from my own examiners in connection with the shared-bank 

credit review, Mr. Chairman, in cases where they are working jointly

with the Comptroller and the FDIC--forthe first time certainly that 

they’re willing to talk to me about it and I don’t know whether others 

are picking this up as well-about rather sharp collisions between 

examiners working on the same credits. The suggestion is that the 

other two agencies are differing sharply in some cases with my people 

over classifications of the very same loans. 


CHAIRMAN GREENSPAN. Which direction? 


VICE CHAIRMAN CORRIGAN. [Down.] I don’t know what to make 

of that. except that I do have a fairly high degree of confidence in 

my own examiners. I don’t know if others have picked this up or not. 


MR. HOSKINS. Only one. 


MR. KEEHN. Did you say that the difference is that they’re

rating down versus your ratings? 


VICE CHAIRMAN CORRIGAN. Yes 


MR. HOSKINS. And they want a whole write-off. 


VICE CHAIRMAN CORRIGAN. Much lower. 


MR. KEEHN. That’s what I’m hearing. 


MR. SYRON. That has definitely been our experience with our 

large institutions. 


MR. KELLEY. Yes, it surely is. 
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VICE CHAIRMAN CORRIGAN. The worst case I know of involved a 

fairly large credit, though not huge. where they even had differences 

in algebraic signs. My guys were saying that they thought it should 

have been upgraded a notch and the dispute was to downgrade it a 

notch. That’s a big difference. 


CHAIRMAN GREENSPAN. That’s a huge difference. 


VICE CHAIRMAN CORRIGAN. As I said, I don’t know whether 

other people have picked this up or not but I have been told this by 

my own guys. 


CHAIRMAN GREENSPAN. I’m picking up the first part. but I 

have not yet picked up different signs. 


VICE CHAIRMAN CORRIGAN. Well, that was one case: I don’t 

want to make a big deal out of this isolated case. I mentioned that 

just to be dramatic. 


CHAIRMAN GREENSPAN. You have been! 

VICE CHAIRMAN CORRIGAN. But the point is that this is 
unusual: this is not something that happens with great frequency. It 
doesn’t happen often that there are material differences in judgment 
among teams of  examiners working on the same credit at the same time. 
I cannot verify how widespread it is, but it’s widespread enough that 
it has been called to my attention in a couple of  individual cases by 
my own examiners. That’s an aside: the main point is that the 
financial tenderness, if I could put it that way, is still very much 
in evidence. 

Having said that, let me just add one other general point.
If what I hear to be the consensus around the table is correct in that 
the recession is over and that at least a moderate recovery seems to 
be taking hold. I think it’s probably fair to say that in one sense we 
really may have very successfully dodged the bullet because not only 
are we looking at what historically would be a very modest recession 
in all respects but a recession combined with other factors that I 
think have produced some of the foundations that could really help us 
out over the intermediate term. Now. Ted mentioned earlier the 
improvement in the external sector. The numbers Ted is looking at now 
compared to what we were looking at not too long ago really are a good
deal better. There has been a lot of talk about the prospective
improvement on the inflation front: not only is that improvement
absolute but it’s also relative. If you look at the chart on page 12 
of Ted’s handout. you find a very pronounced convergence in the 
inflation rate in the United States versus those of Germany and Japan.
They’re not the same but the gap has narrowed very appreciably. 

CHAIRMAN GREENSPAN. We could cross Germany next year. 


VICE CHAIRMAN CORRIGAN. We could. 


MR. ANGELL. Well, I think we will. 


VICE CHAIRMAN CORRIGAN. It’s really significant in terms not 

just of the absolute improvement but the relative improvement. The 

cost containment going on throughout the economy, including in the 
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banking s e c t o r ,  I t h i n k  bodes v e r y  w e l l  f o r  t h e  f u t u r e .  And 
n o t w i t h s t a n d i n g  what Governor Angel1 s a i d  a moment ago. I t h i n k  t h e  
b a l a n c e - s h e e t  r e b u i l d i n g  t h a t  we’re s e e i n g  i n  t h e  c o r p o r a t e  s e c t o r  and 
t h e  household  s e c t o r ,  w h i l e  b a d l y  needed ,  i s  n o t  an i n c o n s e q u e n t i a l
f a c t o r  l o o k i n g  o u t  ove r  t h e  i n t e r m e d i a t e  t e rm a s  w e l l .  That  i s  
a n o t h e r  way of  s a y i n g  t h a t  i f  we d o n ’ t  sc rew it up ,  t h e  o u t l o o k  o v e r  
t h e  n e x t  f e w  y e a r s  i s  a good d e a l  b e t t e r  t h a n  we might have t h o u g h t .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Melzer .  

MR. MELZER. We’re a t  t h e  low end of t h e  c e n t r a l  t endency  f o r  
t h e  i n f l a t i o n  o u t l o o k  i n  ’ 9 2 .  s o  we’ re  v e r y  c o n s t r u c t i v e  on t h a t  
s c o r e .  I might add t h a t  t h a t  assumes a t i g h t e r  monetary p o l i c y  t h a n  I 
t h i n k  t h e  b a s e l i n e  d o e s .  I ’ m  n o t  s u r e  about  a l l  t h e s e  v e l o c i t i e s  and 
s o  f o r t h .  

MR. H O S K I N S .  They wash o u t  ove r  t i m e .  

MR. MELZER. P i c k i n g  up on J e r r y ’ s  l a s t  p o i n t  and a l i t t l e  on 
what Bob Black  s a i d  e a r l i e r  abou t  t h e  uniqueness  of t h i s  o p p o r t u n i t y  
we have :  I t  t o o k  f o u r  y e a r s  o f  good p o l i c y  t o  g e t  h e r e  and I hope w e  
d o n ’ t  sc rew it u p ,  because  I do t h i n k  i t ’ s  a ve ry  unique  o p p o r t u n i t y .  

A s  f a r  a s  c u r r e n t  D i s t r i c t  a c t i v i t y  goes ,  w e  have t h e  same 
p a t t e r n  t h a t  I ’ v e  d e s c r i b e d  i n  r e c e n t  months.  We’re g e t t i n g  s l i g h t
employment growth and b a s i c  weakness i n  m a n u f a c t u r i n g - - n o t  a s  much 
weakness a s  n a t i o n a l l y - - b e i n g  o f f s e t  by growth i n  nonmanufac tur ing .  
And t h e  p a r t i c u l a r  weakness i n  manufac tu r ing  i s  i n  t r a n s p o r t a t i o n - -
McDonnell Douglas and C h r y s l e r ,  w i t h  t h e  l a y o f f s  t h e y ’ v e  had i n  t h e  
S t .  Lou i s  a r e a .  And i n  nonmanufac tur ing ,  we’ re  s e e i n g  s t r e n g t h  i n  
s e r v i c e s .  Somebody s a i d  e a r l i e r  t h a t  t h e y  a r e  n o t  s e e i n g  t h a t  y e t :
we’re  s e e i n g  t h a t  and we’re  a l s o  s e e i n g  a p ickup i n  c o n s t r u c t i o n  
employment. I n  f a c t ,  b o t h  r e s i d e n t i a l  and n o n r e s i d e n t i a l  c o n t r a c t s  
a r e  up i n  t h e  most r e c e n t  p e r i o d ,  and r e s i d e n t i a l  i s  up v e r y  s h a r p l y .  
T h a t ’ s  now beg inn ing  t o  s p i l l  t h r o u g h  t o  some o t h e r  s e c t o r s  of t h e  
economy. GE i n  L o u i s v i l l e  h a s  c a l l e d  back 1 , 0 0 0  employees because  o f  
what t h e y  see go ing  on i n  homebui ld ing .  

A s  f a r  a s  banking  c o n d i t i o n s  go .  if you compare t h e  numbers 
i n  t h e  f i r s t  q u a r t e r  t o  t h e  f i r s t  q u a r t e r  a y e a r  a g o ,  i t ’ s  r e a l l y  h a r d  
t o  d e t e c t  t h a t  t h e r e  h a s  been any change .  T h e r e ’ s  a v e r y  s l i g h t
d e t e r i o r a t i o n  i n  r e t u r n  on e q u i t y  and i n  nonperforming l o a n s ,  b u t  i t ’ s  
a lmost  i n d i s t i n g u i s h a b l e .  S o ,  banking  c o n d i t i o n s  i n  t h e  D i s t r i c t  a r e  
s t i l l  v e r y  good. D e s p i t e  t h a t ,  and even though t h e  banks a r e  i n  a 
p o s i t i o n  t o  l e n d .  w e ’ r e  s e e i n g  v e r y  moderate  c r e d i t  g rowth ,  which I 
t h i n k  p robab ly  r e f l e c t s  a weakness i n  demand. 

CHAIRMAN GREENSPAN. P r e s i d e n t  Hoskins .  

MR. HOSKINS.  Mr. Chairman. I wanted t o  come h e r e  t o d a y  a l s o  
and c o n g r a t u l a t e  Mike by c o n f i r m i n g  t h a t  t h e  r ecove ry  s t a r t e d  i n  t h e  
q u a r t e r  i n  which he  c a l l e d  i t .  However. I was n o t  a b l e  t o  g e t  h o l d  of  
M r .  Smuckers t o  g e t  my a p p l e  b u t t e r  i n d e x  and come down h e r e  and 
r e p o r t .  And t h a t ’ s  u n f o r t u n a t e :  t h a t  i n d e x  i s  r e a l l y  r e l i a b l e .  

MR. TRUMAN. Mike had two q u a r t e r s !  
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MR. HOSKINS. The D i s t r i c t  i s n ’ t  showing a n y t h i n g  much 
d i f f e r e n t  from what anybody e l s e ’ s  D i s t r i c t  seems t o  be showing,  a t  
l e a s t  from what I ’ v e  hea rd  h e r e .  I n  t h e  s t a t e  o f  Ohio employment i n  
May i s  up one p e r c e n t  o v e r  what it was a y e a r  ago:  i n  Pennsy lvan ia  it 
i s  down a p e r c e n t  and a h a l f  o r  s o .  A l l  t h e  a n e c d o t a l  i n f o r m a t i o n  
s u g g e s t s  t h a t  we’ve touched  bot tom and w i l l  be b e g i n n i n g  t o  head up 
soon.  The employment numbers i n  Ohio would t e n d  t o  i n d i c a t e  t h a t .  
The c a p i t a l  goods peop le  a r e  a l l  ne rvous .  The o r d e r  books a r e n ’ t  
d ropp ing  o r  a n y t h i n g  l i k e  t h a t .  b u t  t h e y  d o n ’ t  see any s i g n  o f  a 
pickup i n  t h e  t h i r d  q u a r t e r .  w i t h  t h e  e x c e p t i o n  o f  l a r g e  t r u c k s :  t h e r e  
has  been a p r e t t y  good s u r g e  i n  t h a t .  

CHAIRMAN GREENSPAN. I ’ m  s o r r y .  T h e r e ’ s  what? 

MR. HOSKINS.  A s u r g e  i n  t h e  l a s t  coup le  o f  months i n  t h e  
o r d e r  books f o r  l a r g e  t r u c k s .  The one t h i n g  I h e a r  un i fo rmly  from 
t a l k i n g  t o  peop le  i s  t h e i r  comfor t  w i t h  t h e  i n v e n t o r y  l e v e l s .  There  
was n o t  one person  w e  t a l k e d  t o  who though t  t h e y  d i d n ’ t  have t h e i r  
hands r i g h t  around i n v e n t o r y :  i n v e n t o r i e s  were v e r y  low and r i g h t
where t h e y  wanted them. T h a t ’ s  t h e  o n l y  c o n s i s t e n t  [comment] I g o t  
a c r o s s  t h e  D i s t r i c t  i n  t a l k i n g  t o  manufac tu r ing  p e o p l e .  

I n  terms of t h e  o u t l o o k  f o r  t h e  n a t i o n a l  economy. a g a i n ,
we’re  n o t  t o o  much d i f f e r e n t  from t h e  Greenbook. We j u s t  have 
d i f f e r e n t  monetary a s sumpt ions  t h a n  t h e y  do. I guess  I ’ m  a l i t t l e  
t r o u b l e d  by o u r  conce rns  o v e r  a l l  t h e  r i s k s  t h a t  a r e  o u t  t h e r e .  We 
have t o  be cogn izan t  o f  r i s k  b u t  I t h i n k  e v e r y t h i n g  we know abou t  t h e  
empi r i c i sm of  macroeconomics,  a s  w e l l  a s  macroeconomic t h e o r y  i n  t h e  
l a s t  20 y e a r s  o r  s o ,  t e l l s  us  t h a t  we probably  c a n ’ t  c o n t r o l  most o f  
t h o s e  t h i n g s  v e r y  w e l l .  And t r y i n g  t o  o f f s e t  them w i t h  monetary
p o l i c y  i s  n o t  go ing  t o  h e l p  us a l o t ,  whether  i t ’ s  unemployment caused  
by d e f e n s e  changes o r  t r o u b l e s  i n  t h e  r e a l  e s t a t e  i n d u s t r y .  S o .  it 
seems t o  me t h a t  w e  ought  t o  keep our  eye  on what we can  c o n t r o l  o v e r  
t i m e .  If we want t o  g e t  l o n g  r a t e s  down and g e t  some c r e d i b i l i t y ,  
t h e n  we ought  t o  t a k e  a t a c k  t h a t  f o c u s e s  on i n f l a t i o n .  Now, if 4 
p e r c e n t  money growth i s n ’ t  go ing  t o  g e t  us t h e r e ,  t h e n  I t h i n k  w e  
ought t o  go lower .  Governor Angel1 i s  concerned t h a t  w e  h a v e n ’ t  
g o t t e n  f a r  enough: maybe t h a t ’ s  because  t h e  r e l a t i o n s h i p  i s  d i s t u r b e d .  
The o b j e c t i v e  i s  n o t  money growth;  t h e  o b j e c t i v e  i s  p r i c e  s t a b i l i t y .
So .  I t h i n k  t h a t ’ s  where o u r  f o c u s  ought  t o  b e .  

CHAIRMAN GREENSPAN. Governor K e l l e y .  

MR. KELLEY. M r .  Chairman, I ’ m  a good d e a l  more c o m f o r t a b l e  
t h a n  I was when we l a s t  met h e r e  i n  May. A t  t h a t  t i m e  w e  hoped t h a t  
we had a r ecove ry  a t  hand and now i t ’ s  v i r t u a l l y  c e r t a i n  it i s  a t  hand 
and p robab ly  i n  hand.  I f i n d  myself  w i t h  a f o r e c a s t  f o r  t h e  remainder  
of ’ 9 1  t h a t ’ s  on t h e  h i g h  end of t h e  [members’] r a n g e .  I t ’ s  s t r o n g
i n v e n t o r y  t h a t  does  t h a t .  But t h a t  hav ing  been s a i d ,  I ’ m  i n  t h e  camp 
f o r  ’92  o f  s t i l l  hav ing  some c o n s i d e r a b l e  conce rns .  My f o r e c a s t  
p roduces  what I c o n s i d e r  t o  be a good [ r e s u l t ] :  i t ’ s  a b i t  under  t h o s e  
of  some p e o p l e ,  b u t  I ’ m  concerned  t h a t  t h e  economy cou ld  w e l l  be  
t e n d e r  f o r  a good w h i l e  f o r  s e v e r a l  r e a s o n s .  The f i r s t  i s  t h e  
f r a g i l i t y  i n  t h e  banking  sys t em:  t h a t  h a s  been b rough t  up by s e v e r a l  
peop le  and I t h i n k  everybody h e r e  i s  f u l l y  aware t h a t  it e x i s t s .  I 
t h i n k  t h a t ’ s  go ing  t o  be  h e r e  and it p r e s e n t s  c o n t i n u i n g  r i s k s ,  a s  
John LaWare p o i n t s  o u t  c o n s i s t e n t l y .  
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The second t h i n g  t h a t  c o n c e r n s  me i s  t h e  heavy l o a d  o f  d e b t  
t h a t  h a s  been b u i l t  up ove r  t h e  ’80s  a t  a l l  l e v e l s  o f  t h e  economy. I 
t h i n k  t h a t ’ s  go ing  t o  be a d r a g  f o r  some t i m e .  I n  my v iew,  we’ve 
c r o s s e d  t h e  wa te r shed  between t h e  b a s i c  o r i e n t a t i o n  t o  c r e a t e  d e b t  and 
a r e  changing  o v e r  now t o  a n  e r a  where i t  seems t o  me t h e  o r i e n t a t i o n  
i s  more t o  s e r v i c e  d e b t  and t r y  t o  b r i n g  it down. T h a t ’ s  go ing  t o  
t a k e  an ex tended  p e r i o d  of t i m e  t o  accompl ish  and t h a t ’ s  go ing  t o  be  a 
c e r t a i n  u n d e r l y i n g  d r a g  a l l  t h e  t i m e  t h a t  i t ’ s  a t  work. 

The t h i r d  concern  would be  i n  t h e  a r e a  of t h i s  i n v e n t o r y
c y c l e .  A s  I unde r s t and  i t ,  it seems t o  be a s u b s t a n t i a l l y  h e a v i e r  
component o f  t h e  o v e r a l l  r e c o v e r y  t h a t  w e ’ r e  l o o k i n g  f o r  t h i s  t i m e  
a round .  And a f t e r  a l i t t l e  wh i l e - - a  c o u p l e  of q u a r t e r s  o r  maybe th ree  
- - t h a t ’ s  going t o  run  i t s  c o u r s e .  Then t h e r e  a r e  going  t o  have t o  be  
some o t h e r  s e c t o r s  t o  p i c k  up t h a t  s l a c k  when t h a t  c e a s e s  t o  be  a n  
expans iona ry  f a c t o r .  And i t ’ s  a l i t t l e  hard  f o r  me t o  s e e  where t h a t  
s l a c k  i s  going  t o  g e t  p icked  up.  Net e x p o r t s  d o n ’ t  l ook  a s  i f  t h e y ’ r e
go ing  t o  be any h e l p :  r e a l  e s t a t e  g e n e r a l l y  and commercial  
c o n s t r u c t i o n  i n  p a r t i c u l a r  are  go ing  t o  be v e r y  weak f o r  an ongoing
p e r i o d :  government c e r t a i n l y  d o e s n ‘ t  l ook  as i f  i t ’ s  going  t o  p r o v i d e  
any s t i m u l a t i o n - - a n d  I c e r t a i n l y  hope it d o e s n ’ t .  There may w e l l  be  
some h e l p  from consumers ,  b u t  I have some q u e s t i o n  i n  my mind abou t  
t h a t .  Some o f  t h e s e  o t h e r  t h i n g s  may t u r n  o u t  t o  be j u s t  a l i t t l e  
b e t t e r .  I ’ m  w e l l  aware o f  Lee Hoskins’  remark e a r l i e r  t o d a y  t h a t  
t h i n g s  always seem t o  be a l i t t l e  b e t t e r  t h a n  we e s t i m a t e .  and I hope 
t h a t  t h a t  t u r n s  o u t  t o  be t h e  c a s e  h e r e  a g a i n .  But I t h i n k  we’ re  i n  
f o r  a t e n d e r  p e r i o d ,  a t  l e a s t  t h r o u g h  t h e  n e x t  y e a r .  S o .  t h a t  l e a v e s  
m e  t h i n k i n g  t h a t  our  p o l i c y  c h a l l e n g e s  a r e ,  on t h e  one hand. t o  do 
what we can  do t o  s u s t a i n  t h e  economy--not  hype it up b u t  s u s t a i n  i t - 
and t o  t r y  t o  s e e  t h a t  it h a s  a chance  t o  b roaden  a s  it goes a l o n g .
C l e a r l y ,  a t  t h e  same t i m e ,  we have t o  g e t  i n  hand and t h e n  m a i n t a i n  
and h o l d  t h i s  much improved i n f l a t i o n  o u t l o o k  t h a t  I t h i n k  w e  a l l  see. 
But f o r  t h e  t i m e  b e i n g  t h i s  i s  a t i m e  t o  w a i t  a while  and s e e  what 
s o r t s  of t h i n g s  b e g i n  t o  u n f o l d  o v e r  t h e  n e x t  q u a r t e r  o r  two.  

CHAIRMAN GREENSPAN. F i n a l l y .  Governor M u l l i n s .  

MR. MULLINS. Most o f  my s t u f f  has  been s t o l e n  by now by 
o t h e r  p e o p l e !  Some o f  my views a r e  p r e t t y  c o n s i s t e n t  w i t h  Mike 
K e l l e y ’ s .  I t ’ s  v e r y  d i f f i c u l t  t o  p r e d i c t  t h e  t u r n i n g  p o i n t .  and t h e r e  
a r e  p l e n t y  of  modera t ing  i n f l u e n c e s  o u t  t h e r e ,  which we have t a l k e d  
abou t  many t imes.  Some a r e  s t a r t i n g  t o  come t o  a r e s o l u t i o n .  I n  t h e  
s t a t e  and l o c a l  governments and p r e t t y  soon i n  most of t h e s e  venues  w e  
w i l l  s e e  t h e  shape  of  t h e  r e s o l u t i o n .  The d o l l a r  c o n t i n u e s  t o  be 
s t r o n g .  The Greenbook now p r o j e c t s  o n l y  a modest r e t r e a t  and many 
peop le  have r e f e r r e d  t o  Joan  L o v e t t ’ s  l i s t  of t h e  new r e c e n t  f l a r e - u p s  
on t h e  f i n a n c i a l  f r a g i l i t y  f r o n t .  I would j u s t  men t ion ,  i n  r e f e r e n c e  
t o  J e r r y  C o r r i g a n ’ s  comment t h a t  some of t h e s e  r e c e n t  e p i s o d e s  i n  t h e  
examina t ions  may r a i s e  a g a i n  t h e  s p e c t e r  o f  t h e  c r e d i t  c runch .  t h a t  
t h e r e  was an a r t i c l e  t o d a y  on t h e  s c r e e n ,  and it may have been i n  a 
blall S t r e e t  -, on t h e  d i f f i c u l t y  homebui lders  a r e  hav ing  g e t t i n g
c r e d i t .  The N a t i o n a l  A s s o c i a t i o n  of Homebuilders was s a y i n g  t h a t  i t ’ s  
go ing  t o  be  a t e r r i b l e  y e a r .  I might  p o i n t  o u t  t h a t  t h e i r  e s t i m a t e  
f o r  hous ing  s t a r t s  i s  o n l y  a l i t t l e  h i g h e r  t h a n  t h e  Greenbook 
e s t i m a t e .  So .  a c t u a l l y .  we’re n o t  b e i n g  t o o  o p t i m i s t i c ,  I t h i n k  i t ’ s  
f a i r  t o  s a y .  The Greenbook s t o r y  h a s  slimmed down and now i t ’ s  m o s t l y  
i n v e n t o r i e s  d r i v i n g  t h e  p r o c e s s .  I t h i n k  t h e  c e s s a t i o n  of  i n v e n t o r y
l i q u i d a t i o n  shou ld  g i v e  us a h e a l t h y  boos t  f o r  a coup le  o f  q u a r t e r s .  
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I t ’ s  l e s s  c l e a r  t o  me how much accumula t ion  w e  can  p r o j e c t - - w h e t h e r
b u s i n e s s e s  w i l l  r e a l l y  want t o  r e p l a c e  t h e  $80 b i l l i o n  t h e y
l i q u i d a t e d .  I n v e n t o r i e s  have been a b i t  i l l u s i v e ,  a l though  i t ’ s  good 
t o  h e a r  t h a t  peop le  t h i n k  t h e y  have them under  c o n t r o l :  we should  g e t  
some h e l p  t h e r e .  After t h a t ,  l i k e  Mike K e l l e y ,  I d o n ’ t  s e e  a l o t  t o  
p r o p e l  t h e  economy. The Greenbook s imply f a l l s  back  t o  moderate  
growth i n  consumer e x p e n d i t u r e s  and a c c e l e r a t i o n  i n  b u s i n e s s - f i x e d  
inves tmen t  i n  ’ 9 2 .  and I wouldn’t  have a g r e a t  argument w i t h  t h a t .  
That shou ld  be  enough t o  s u s t a i n  t h e  r e c o v e r y .  I do t h i n k  t h e r e  i s  
some r i s k  t h a t  a f t e r  t h e  i n v e n t o r y  e f f e c t s  wear o f f  i n  t h e  n e x t  
q u a r t e r  o r  two w e  cou ld  r e t u r n  t o  t h e  s low growth w e  had i n  ’ 8 9  and 
t h e  f i r s t  p a r t  of ’ 9 0 ,  l e a v i n g  us v u l n e r a b l e  t o  shocks  and r e c e s s i o n .  

There  i s  t h e  q u e s t i o n  of t h e  adequacy of money growth t o  
s u s t a i n  t h e  r e c o v e r y .  For t h e  l a s t  f o u r  y e a r s  we have unde r sho t  t h e  
midpoin t  of t h e  t a r g e t  r ange .  And I f e e l  c o n f i d e n t  we’re  on t h a t  
t r a c k  t h i s  y e a r  a s  w e l l .  I t ’ s  n o t  c l e a r  t o  m e  i n  which d i r e c t i o n  t h e  
nex t  a p p r o p r i a t e  move w i l l  be .  I t h i n k  t h e  d o l l a r  h a s  a l r e a d y  g o t t e n  
a head s t a r t  on t h e  t i g h t e n i n g ,  a s  Ted Truman a l l u d e d  t o - - a l t h o u g h
perhaps  n o t  q u i t e  i n  t h a t  way. I do a g r e e  t h a t  we  s t a n d  on t h e  
t h r e s h o l d ,  p o t e n t i a l l y ,  of  ve ry  s u b s t a n t i a l  p r o g r e s s  i n  r educ ing  t h e  
co re  i n f l a t i o n  r a t e  and i t ’ s  a p o s i t i o n  t h a t  h a s  t a k e n  t h i s  Committee 
q u i t e  a few y e a r s  t o  a c h i e v e .  The p o t e n t i a l  p r o g r e s s  seems t o  be 
l a r g e  by h i s t o r i c a l  s t a n d a r d s ,  s o  I t h i n k  it i s  i m p o r t a n t  t h a t  w e  do 
what i s  n e c e s s a r y  t o  t r y  t o  put  t h a t  i n  t h e  bank.  

I t h i n k  we’ re  i n  p r e t t y  good shape  o v e r a l l .  I t  i s  t r u e  t h a t  
t h e  l o n g  bond may n o t  be convinced:  a g a i n .  t o  s a y  i t  r e l e c t s  concerns  
about  i n f l a t i o n  r a i s e s  q u e s t i o n s  o f  why t h e  d o l l a r  h a s  responded 
[ d i f f e r e n t l y ] .  I need more l e s s o n s  i n  c h a r t  r e a d i n g  because  t h e  CRB 
i n d e x  l o o k s  l i k e  it d i d  f a l l  o f f  some. a l t h o u g h  go ld  i s  a n o t h e r  i s s u e .  
And t h e r e  may w e l l  have been an i n c r e a s e  i n  t h e  r e a l  r a t e  due t o  t h e  
demands i n  e a s t e r n  Europe.  But my view i s  t h a t  it w i l l  t a k e  more t h a n  
j u s t  a c o u p l e  of months o f  t h i s  t o  convince  t h o s e  t a k i n g  a 3 0 - y e a r  
r i s k .  And if t h e  i n f l a t i o n  numbers behave a s  we’ve p r o j e c t e d  them a s  
t h e  r e c o v e r y  p r o g r e s s e s ,  I t h i n k  t h e y  w i l l  want t o  s e e  what happens
a f t e r  i t  s t a r t s .  And I t h i n k  t h e  long  bond w i l l  come around.  

CHAIRMAN GREENSPAN. Thank you,  everybody.  I t h i n k  we’ve run 
p r e t t y  much t o  t h e  end t o d a y .  We w i l l  a d j o u r n  u n t i l  9 : 0 0  a.m.  
tomorrow morning .  Are we going t o  l o c k  up h e r e ?  

MR. BERNARD. We u s u a l l y  do ,  y e s .  

CHAIRMAN GREENSPAN. Anyone who wants  t o  l e a v e  h i s  m a t e r i a l s  
h e r e  may f e e l  f r e e  t o  do s o .  

[Meeting r e c e s s e d ]  
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July 3, 1991-Morning Session 


CHAIRMAN GREENSPAN. Mr. Kohn. 


MR. KOHN. [Statement--seeAppendix.] 


CHAIRMAN GREENSPAN. Questions for Don? 


MR. HOSKINS. I sort of asked you all these questions
yesterday. Don, so  let me try it differently this time. The Bluebook 
and the alternatives that you present for the Committee give u s  the 
impression that we can shape the contours of output in the short run 
without giving up disinflationary efforts. What I want to know is: 
What is your comfort level with these kinds of projections based on 
the models that you use? They’re not forward-looking particularly.
and our experience with them leaves me uncomfortable. 

MR. KOHN. Obviously, there’s a wide band of error around any

of these projections. Mike would be the first to admit that. 


MR. PRELL. Or second! [Laughter] 


MR. KOHN. We’re obviously giving you our best guess based 
on experience, model results, etc. We are coming at this from the 
trough of a recession in which we do have some slack in resource 
utilization, which gives us some encouragement that we can both reduce 
that slack, keeping the unemployment rate above the natural rate of 
unemployment, and get some progress on inflation. It is a middle 
road. It’s a new version of a soft landing in some sense and perhaps
the ideal outcome. Obviously, there’s a lot of room for slippage on 
either side. And the issue for you. I guess. is whether you want to 
aim at that or aim at something else. The other piece of slippage, of 
course, is between money and the objectives. Not only is there 
uncertainty about the underlying forces in the economy but there is a 
lot of uncertainty about what money growth paths one would choose in 
order to hit some agreed on set of objectives. So. that compounds it. 

MR. PRELL. President Hoskins, if Don hadn’t just made that 
remark, I think I would have myself. My sense is that we have as much 
confidence in predicting what inflation will be over the next couple
o f  years looking at the real GNP and unemployment picture as we would 
looking at money and guessing at velocity and the links through all 
these channels to prices. S o ,  there is a significant uncertainty here 
about what you should be focusing on to have the greatest confidence--

MR. HOSKINS. Let me just follow up. Would you make that 
same statement if we were talking about money growth over a 5 - or 10 
year period? 

MR. PRELL. I might. 


MR. HOSKINS. But you wouldn’t be comfortable? 


MR. PRELL. Obviously. this unemployment/inflation link is a 
short-run relationship. so it may not be relevant over the longer 
span. But with financial innovation, I’m not sure what the meaning of 
M2 will be five years from now. S o ,  in today’s world I’d be reluctant 
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to set out in advance a particular course and say “I want to stick to 

that and I can be highly confident what the price trend would be.” 


MR. KOHN. If I may take the liberty of retranslating your

question: Our forecasts are based on a path for nominal interest 

rates and they relate that to spending and through that to output.

employment, and inflation: and another way of putting your question is 

whether over 5 or 10 years I would have as much or a little more faith 

in a money/nominal GNP relation than I would in a nominal interest 

rate/GNP relation. I think as we practice policy we end up looking at 

both of those and at a number of collateral pieces of information to 

try to interpret the interest and exchange rates--withmoney being an 

important piece of collateral information. But we’d be hard pressed 

to put entire reliance on one or another set of these things. 


MR. HOSKINS. I just had one other question, not on that 
subject. At one point we widened the bands on M2 and the [other] 
aggregates because we thought there was significant volatility. As I 
look at the numbers over the last four years, we’ve been within a 112 
point or so of the midpoint of the range on a fourth-quarter-over-
fourth-quarter basis. So.  it seems to me that maybe we don’t have the 
same degree of uncertainty about where we’re going to come out. I 
guess I’m asking you: Would you be comfortable with a narrower range,
given our experience of the past? 

MR. KOHN. No, I guess I wouldn’t. I think the widening of 
the ranges reflected two things. One is the increased interest 
elasticity of M2. So, working as we do with interest rates and 
nominal GNP, and feeding that back through M2. a mistake on the 
interest ratelnominal GNP spending side means that the Committee would 
tend to push interest rates higher or lower and, because M2 is more 
interest sensitive now than it used to be over short periods of time, 
we can get quite a substantial response in M2 to get the same nominal 
GNP with the same inflation outcome in the short run. cyclically. The 
other point would be that, if anything, I’m a little more uncertain 
about the relationship of M2 to nominal GNP now than I was two or 
three years ago when I thought we had a very good handle on it--at 
least it looked like--overfour [to] six quarters. Now I’m less sure. 
So. the fact that we came out near the midpoint of the ranges the last 
few years is almost a coincidence, involving offsetting surprises to 
some extent. I know. for example, that last year, 1990, we expected 
money growth--and I think the Committee didn’t disagree with this-
near the upper part of the range by the end of the year. And it fell 
way off. So, I think there’s at least as much uncertainty about those 
relationships now as there was when the Committee widened its ranges. 

MR. PARRY. Don. a very key assumption in the alternatives is 
what happens to the shift in the demand for money. Clearly. we had a 
substantial shift in 1990 and we’re making some assumptions about 
further shifts. If one were to see a return to more normal 
relationships, then clearly we’d have a much different outcome with 
regard to what the target ranges should be. Is there some additional 
information you could give us about the degree of confidence 
associated with those particular assumptions? 

MR. KOHN. I think I just expressed my uncertainty to 

President Hoskins. I’m not sure I could emphasize it any more. We 

see that miss being related in part to the unusual developments in the 
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d e p o s i t o r y  s e c t o r  ove r  t h e  l a s t  y e a r :  t h e  s h r i n k a g e  of t h e  t h r i f t  
i n d u s t r y  and t h e  s i m u l t a n e o u s  problems o f  t h e  banks and t h e  e f f e c t s  
t h e y  a r e  hav ing  on b o t h  d e p o s i t o r s  and d e p o s i t o r i e s .  S ince  we’re 
p r o j e c t i n g  an expans ion  i n  t h e  economy and a s low abatement  o f  t h e  
c r e d i t  c r u n c h - - a n d  t h a t  t h e s e  p r e s s u r e s  on t h e  d e p o s i t o r i e s  and t h e  
t h r i f t  a d j u s t m e n t ,  w h i l e  c o n t i n u i n g ,  won’t  be  a c c e l e r a t i n g  anyhow-
we’ re  p r o j e c t i n g  t h a t  i n  growth ra te  terms M2 and GNP w i l l  come back  
c l o s e r  i n t o  t h e i r  h i s t o r i c a l  a l ignmen t  ove r  t i m e .  But it i s  p u r e l y  a 
p r o j e c t i o n  t h a t  comes o u t  of t h i s  n o t i o n  of  t h e  abatement  o f  some of  
t h e s e  s e v e r e  p r e s s u r e s  w i t h  t h e  economic expans ion .  But t h e r e  i s  j u s t  
a huge amount o f  u n c e r t a i n t y  about  t h a t .  I t  i s  t h e  c a s e  t h a t  r e l a t i v e  
t o  t h e  models  t h e  e r r o r s  i n  t h e  f i r s t  h a l f  o f  t h i s  y e a r  were a l i t t l e  
l e s s  t h a n  t h e y  were l a s t  y e a r .  and t h a t  by e i t h e r  e x t r a o r d i n a r y  s k i l l  
o r  pure  dumb l u c k  w e  a c t u a l l y  p r o j e c t e d  t h e  model e r r o r  a t  t h e  
beg inn ing  o f  t h i s  y e a r .  The model e r r o r  we g o t  f o r  t h e  f i r s t  h a l f  of  
t h e  y e a r  i s  p r e t t y  c l o s e  t o  what we e x p e c t e d .  

MR. PARRY. I guess  I ’ d  make a comment. Those a l t e r n a t i v e  
s t r a t e g i e s  t o  m e  seem v e r y  u s e f u l .  b u t  i n  going  t o  t h e  a l t e r n a t i v e s  
t h a t  you t h e n  show i t ’ s  u s e f u l  a l s o  t o  t h i n k  t h a t  one cou ld  j u s t i f y
perhaps  f o l l o w i n g  one s t r a t e g y  i n  t h e  n e x t  y e a r  o r  s o ,  g iven  t h e  
u n c e r t a i n t y  a s s o c i a t e d  w i t h  t h a t  p e r i o d ,  and s t i l l  go t o  pe rhaps  a n  
even more a g g r e s s i v e  s t r a t e g y  i n  subsequent  y e a r s  t o  a c h i e v e - .  

MR. KOHN. We t r i e d  t o  h i n t  a t  t h a t  i n  s t r a t e g y  I V .  i n  which 
we were s o r t  of hav ing  fun  f i n e - t u n i n g  t h i s .  We s a i d :  “Well. suppose 
t h e  Committee p u t  a l i t t l e  more money i n  now. How f a s t  would t h e y
have t o  t a k e  it o u t  s o  t h a t  a t  l e a s t  t h e y  d i d n ’ t  g e t  o f f  t h e  t r a c k  of 
s t r a t e g y  I ? “  Bu t .  o b v i o u s l y .  t h e r e  a r e  l o t s  of  pe rmuta t ions  and 
combina t ions .  

CHAIRMAN GREENSPAN. P r e s i d e n t  S t e r n .  

MR. STERN. My q u e s t i o n  i s  r e a l l y  a l o n g  t h e  same l i n e .  I ’ m  
t r y i n g  t o  unde r s t and  t h e  p r o c e s s  i n  t h e s e  a l t e r n a t i v e  s t r a t e g i e s  a 
l i t t l e  b e t t e r  t h a n  I do .  Where does  t h i s  5 - 1 / 2  p e r c e n t  money growth 
i n  t h e  b a s e l i n e ,  e s p e c i a l l y  i n  t h e  o u t  y e a r s ,  come from? 

MR. KOHN. We s t a r t  w i t h  t h e  presumpt ion  o f  a s t r a t e g y  f o r  
p o l i c y  i n v o l v i n g  s low d e c e l e r a t i o n  o f  i n f l a t i o n ,  h o l d i n g  t h e  
unemployment r a t e  a round 6 p e r c e n t .  We a s k  what nominal  GNP and 
i n t e r e s t  r a t e s  would be  c o n s i s t e n t  w i t h  t h a t  and t h e  M2 f e l l  o u t  o f  
that’ .  We d i d  n o t  se t  o u t  t o  d e s i g n  a rule f o r  money growth.  You 
c o u l d n ’ t  h o l d - -

MR. STERN. You s p e c i f y  t h e  economic c h a r a c t e r i s t i c s  and t h e n  
you back i n t o  t h e  money p a t h ?  

MR. KOHN.  E x a c t l y .  And w e  r e c o g n i z e  i n  t h e  P *  s i m u l a t i o n s - 
t h e y  a r e  s o r t  o f  f o o t n o t e s  h e r e - - t h e  n o t i o n  t h a t  you c o u l d n ’ t  h o l d  t o  
5 - 1 1 2  p e r c e n t  f o r e v e r  and g e t  d e c e l e r a t i n g  i n f l a t i o n .  I t ’ s  t o o  f a s t .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Syron.  

MR. SYRON. Don. n o t  t o  p u t  t o o  f i n e  a p o i n t  on i t - - a n d  I 
t h i n k  you p robab ly  a l r e a d y  answered t h e  q u e s t i o n - - b u t  on t h i s  key
i s s u e  of t h e  r e l a t i o n s h i p  between t h e  M s  and nominal GNP: I n  f o o t n o t e  
5 ,  where you s a y  you assume f u r t h e r  downward s h i f t s ,  would i t  be f a i r  
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t o  s a y  t h a t  t h a t ’ s  a s e p a r a t e  assumpt ion  and t h a t  you cou ld  j u s t  a s  
e a s i l y  have l e s s  downward s h i f t  a s  more downward s h i f t ?  That  has  some 
i m p l i c a t i o n  f o r  how much room we’d need i f  t h e  downward s h i f t s  were 
not  [ a b a t i n g ] .  

MR. KOHN. I t ’ s  o u r  b e s t  guess  and I a g r e e  w i t h  you t h a t  we 
cou ld  have some more. If you though t  t h a t  t h e  s h r i n k a g e  o f  t h e  
d e p o s i t o r y  i n s t i t u t i o n s  sys t em was j u s t  beg inn ing ,  by a s k i n g  f o r  more 
c a p i t a l ,  c l o s i n g  a l l  t h e s e  t h r i f t s ,  we would r e a l l y  be r e r o u t i n g
c r e d i t  away from t h e s e  i n s t i t u t i o n s .  The new banking  b i l l  w i l l  p u t  
d e p o s i t o r s .  a t  l e a s t  u n i n s u r e d  d e p o s i t o r s ,  a t  r i s k  if it p a s s e s  and I 
t h i n k  a c c e l e r a t e  t h a t  p r o c e s s .  I f  a n y t h i n g ,  one cou ld  e a s i l y  make a 
c a s e  f o r  a s k i n g  what t h e y  a r e  going t o  do w i t h  a l l  t h o s e  M2 [ f u n d s ] .
They won’t  need them: t h e y  won’t  have any l o a n s  t o  make and w e  w i l l  
have g r e a t e r  downward s h i f t s  i n  t h e  o u t  y e a r s .  I t h i n k  one cou ld  a l s o  
make a c a s e ,  which i s  s o r t  of  embodied i n  t h e  P’ model ,  t h a t  we’ve had 
a c o n s t a n t  v e l o c i t y  s i n c e  World War I1  on ave rage .  A c t u a l l y  one can 
go back e a r l i e r ,  I g u e s s - - i s  t h a t  r i g h t .  Mr. C h a i r m a n ? - - t o  World War I 
and we’ve had c o n s t a n t  M2 v e l o c i t i e s  s i n c e  t h e n .  And what t h e  s t a f f  
i s  assuming h e r e  i s  t h a t  V’ i s  changing:  t h a t  i s  i n  e f f e c t  what we’re  
do ing  h e r e .  We have  permanent v e l o c i t y  s h i f t s ,  which i s  f i g h t i n g  an 
awful  l o t  o f  h i s t o r y .  S o ,  I can  make arguments ,  a s  I j u s t  d i d .  on 
bo th  s i d e s  of t h a t .  

MR. PARRY. Well. one n i c e  t h i n g  i s  t h a t ,  g iven  t he  
p r e l i m i n a r y  n a t u r e  o f  t h e s e  d e l i b e r a t i o n s ,  w e  w i l l  have s i x  months 
more t o  obse rve  what i s  happening  t o  v e l o c i t y  r e l a t i v e  t o  what one 
would expec t  b e f o r e  [we se t  t h e  f i n a l  ranges  i n ]  Februa ry .  

MR. KOHN.  Well, i n  f a c t .  t h e  5 p e r c e n t  growth f o r  t h e  y e a r  
1991--5-112 p e r c e n t  o v e r  t h e  two q u a r t e r s  of  t h e  second h a l f  of t h e  
yea r  on a v e r a g e - - r e a l l y  h a s  v e r y  l i t t l e  f u r t h e r  downward s h i f t  
r e l a t i v e  t o  our  s t a n d a r d  demand model.  S o .  it w i l l  be i n t e r e s t i n g  t 
s e e  whether  t h a t  happens .  

CHAIRMAN GREENSPAN. Governor Angel1 

MR. ANGELL. Don, on page 9 [ i n  t h e  Bluebook] on t h e  b a s e l i n e  
you have r e a l  M2 growing from 1 p e r c e n t  i n  1 9 9 1  t o  2 ,  2 - 1 1 4 ,  2 - 1 1 2 .  
and 2-314 p e r c e n t  [ i n  t h e  subsequent  y e a r s  t h rough  19951. Why does  
r e a l  M2 grow--now, maybe r e a l  M2 i s  n o t  something you t h i n k  works- -and  
y e t  under  a l t e r n a t i v e  11. t h e  t i g h t e r  [ s c e n a r i o ] ,  you have r e a l  M2 
growing on a much s lower  c o u r s e .  from 1 p e r c e n t  t o  1 .114,  1 - 3 1 4 .  2 - 1 1 2  
and t h e n  t o  3-114 p e r c e n t ?  Why does r e a l  M2 behave s o  d i f f e r e n t l y
under  t h o s e  two s c e n a r i o s ?  

MR. KOHN. Okay, I ’ m  n o t  s u r e  I s e e  t h e  3-114 p e r c e n t :  I s e e  
2-112 p e r c e n t .  

MR. ANGELL. Well. i n  1 9 9 5  you have t h e  p r i c e  l e v e l  a t  1 - 1 1 4  
p e r c e n t .  

MR. KOHN. Oh. I see.  I ’ m  s o r r y :  y o u ’ r e  r i g h t .  I t h i n k  t h e  
p o i n t  i s  t h a t  you t i g h t e n  up a l o t  e a r l i e r  i n  s t r a t e g y  I1 and t h e n  i n  
o r d e r  t o  keep t h e  unemployment r a t e  f rom r i s i n g ,  a t  some p o i n t  you 
have t o  e a s e  o f f  a b i t  and push i n  a l i t t l e  r e a l  M2 o r  y o u ’ r e  going t o  
have even f a s t e r  i n c r e a s e s  i n  t h e  unemployment r a t e  o u t  t h e r e .  The 
o t h e r  p o i n t  i s  t h a t  w i t h  t h e  s lower  g r o w t h - - t h i s  p robab ly  a c c o u n t s  f o r  

I. 
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even more o f  i t - - a n d  t h e  lower i n f l a t i o n  o f  s t r a t e g y  11, t h e  t i g h t e r  
s t r a t e g y ,  nominal  i n t e r e s t  r a t e s  a r e  moving down p r e t t y  s u b s t a n t i a l l y
by t h e  end o f  t h e  p e r i o d ,  a lmost  a p e r c e n t a g e  p o i n t  below t h e  
b a s e l i n e .  B a s e l i n e  nominal  i n t e r e s t  r a t e s  a l s o  b e g i n  t o  move down i n  
’ 9 4  and ’ 9 5  a s  i n f l a t i o n  a b a t e s ,  t o  keep t h e  r e a l  ra tes  from r i s i n g  
t o o  much. They move down even f a s t e r  i n  t h e  s lower  money growth 
s t r a t e g y  because  i n f l a t i o n  i s  coming o f f  even more.  A s  t h o s e  nominal  
r a t e s  move down. you g e t  i n c r e a s e d  demands f o r  money i n  t h e  u s u a l  
v e l o c i t y  s e n s e  of lower v e l o c i t y .  And if you d i d n ’ t  push i n  more M2,  
you wou ldn’ t  g e t  t h e  d e c l i n e  i n  nominal  r a t e s :  t h i n g s  would exp lode  i n  
a t i g h t e n i n g  way. So .  you need more M 2  i n  t h e  o u t  y e a r s  i n  o r d e r  t o  
s a t i s f y  demands f o r  money compelled by lower i n t e r e s t  r a t e s .  

MR. ANGELL. Under b o t h  s c e n a r i o s ?  

MR. KOHN. R i g h t ,  b u t  even more under  t h e  t i g h t  s c e n a r i o  i n  
t h e  l a t e  y e a r s  because  i n f l a t i o n  i s  coming down more and nominal  
i n t e r e s t  r a t e s  come down more. For nominal i n t e r e s t  r a t e s .  a l t h o u g h  
t h e y  go up i n  t h e  t i g h t  s c e n a r i o  r i g h t  away and s t a y  h i g h e r ,  t h e  
d e c l i n e  i s  a f u l l  2 p e r c e n t a g e  p o i n t s  from ’ 9 2  t h r o u g h  ’ 9 5 .  I n  t h e  
b a s e l i n e  s c e n a r i o ,  t h e  d e c l i n e  i s  about  314 of  a p e r c e n t a g e  p o i n t .  

MR. ANGELL. But if t h a t ’ s  t h e  c a s e - - i f  you have r e a l  M2 
under  b o t h  a l t e r n a t i v e  I and a l t e r n a t i v e  I1 a t  2 - 1 / 2  p e r c e n t  i n  1 9 9 4  
and t h e n  i n  1 9 9 5  you have 3 - 1 / 4  p e r c e n t  [under  a l t e r n a t i v e  111- - I  
would t h i n k  t h e  unemployment r a t e  would f a l l  more r a p i d l y  i n  1995 
under  a l t e r n a t i v e  I1 t h a n  i t  would under  a l t e r n a t i v e  I .  

MR. KOHN. Wel l .  t h e  answer i s  i n  t h i s  i n t e r e s t  r a t e  e f f e c t - 
t h a t  i s .  t h e  e f f e c t  of  money once you t a k e  account  o f  t h e  demands f o r  
money a s s o c i a t e d  w i t h  lower  i n t e r e s t  r a t e s .  I t  i s n ’ t  t h a t  much: t h e  
growth d o e s n ’ t  a c c e l e r a t e  t h a t  way under  t h e  t i g h t e r  a l t e r n a t i v e :  you 
g e t  some a d d i t i o n a l  [g rowth ] .  b u t  no t  a s  much as [under  t h e  e a s i e r  
one .  1 

MR. ANGELL. Okay, t h a t ’ s  f i n e .  I d o n ’ t  t h i n k  y o u ’ r e
d i s a g r e e i n g  w i t h  what I ’ m  s a y i n g :  t h a t  t h e r e  would t e n d  t o  be  toward 
t h e  l a t t e r  p a r t  of  t h i s  p e r i o d  some p o s s i b l e  g a i n s  from unemployment, 
depending upon c r e d i b i l i t y .  That  might  a c t u a l l y  b r i n g  t h e  
unemployment r a t e  below a l t e r n a t i v e  I .  

MR. KOHN. Below a l t e r n a t i v e  I ?  Below 6 p e r c e n t ?  That  would 
be a l o t  of c r e d i b i l i t y !  But i t ’ s  moving i n  t h a t  d i r e c t i o n .  

MR. ANGELL. With t h e  same i n f l a t i o n  r a t e ?  

MR. KOHN. Anything i s  p o s s i b l e ,  Governor Ange l l .  

CHAIRMAN GREENSPAN. Any o t h e r  q u e s t i o n s  f o r  Don? If n o t ,  
l e t  me g e t  s t a r t e d .  I was l o o k i n g  o v e r  t h e  d a t a  t h e  l a s t  few days  and 
t h e  more I l o o k  a t  t h e  d a t a - - d e s p i t e  a l l  t h e  f l o w e r s  t h a t  w e  a r e  
g e t t i n g  and a l l  t h e  shower ing  w i t h  p r a i s e  t h a t  David Mul l in s  h a s  
g o t t e n  r e c e n t l y  up on t h e  H i l l - - p o l i c y  h a s  r e a l l y  been q u i t e
s u c c e s s f u l .  e s p e c i a l l y  on t h e  money s u p p l y  s i d e .  That  i s .  by whatever  
means, we have managed t o  b r i n g  money supp ly  growth down i n  a 
g r a d u a l i s t ,  s u c c e s s i v e .  cumula t ive  way t o  a p o i n t  where w e  a r e  now 
back t o  growth r a t e s  o f  t h e  1950s .  And we have done i t  by b r i n g i n g
down t h e  t a r g e t s  s l o w l y :  a c t u a l l y ,  one  t i m e  we l e f t  them unchanged.  
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b u t  o t h e r w i s e  we c o n t i n u e d  t o  move them down i n  sma l l  i n c r e m e n t s .  I 
t h i n k  we e s p e c i a l l y  ought  t o  be q u i t e  p l eased  t h a t  we*ve  come th rough  
a r e c e s s i o n - - h o p e f u l l y ,  t h i s  i s  t h e  end of  i t - - w i t h o u t  engende r ing  
d o u b l e - d i g i t  money s u p p l y  growth.  And t h a t  i s  an accomplishment t h a t  
I d o n ’ t  t h i n k  i s  t o  be pushed a s i d e  v e r y  r e a d i l y .  When you l o o k  a t  
t h e  d a t a  i n  t h e  c o n t e x t  of t h e  P’ model ,  which i s  a s  good a reduced-
form means o f  l o o k i n g  a t  money and i n f l a t i o n  [ a s  a n y ] .  we  s t i l l  have a 
way t o  go on t h e  down s i d e  w i t h  r e s p e c t  t o  [ c o n t r o l l i n g ]  i n f l a t i o n - 
t h a t  i s ,  under  t h e  e x i s t i n g  regime.  I d o n ’ t  t h i n k  we can  h o l d  t h e  
l a s t  t h r e e  months’ f i g u r e s ,  which a r e  under  3 p e r c e n t :  b u t  it may w e l l  
be  t h a t  we w i l l  be  s u r p r i s e d  a t  what i s  a c t u a l l y  i n  t h e  p r o c e s s  of 
emerging a t  t h i s  s t a g e  because  i t ’ s  h a r d  t o  make t h e  c a s e  f o r  a n y t h i n g
above a 3 - 1 1 2  p e r c e n t  i n f l a t i o n  r a t e  w i t h  t h e s e  t y p e s  of d a t a .  I n  
f a c t .  assuming c o n s t a n t  v e l o c i t y ,  a t  t h e  4 - 1 / 2  p e r c e n t  midpo in t  o r  
s l i g h t l y  l e s s ,  a c t u a l  [M2] growth i s  c o n s i s t e n t - - o r  p r e t t y  c l o s e - - t o  
p r i c e  s t a b i l i t y .  i f  w e  b e l i e v e  t h a t  t h e r e  i s  an upward d r i f t  [ i n  t h e  
p r i c e  measu res ] .  O r  I s h o u l d  s a y  t h a t  t h e  p r i c e  [measures]  do n o t  
f u l l y  c a p t u r e  t h e  q u a l i t y  d r i f t  and ,  a s  a consequence ,  o v e r e s t i m a t e  
t h e  i n f l a t i o n a r y  p r e s s u r e s .  

I do t h i n k  t h e  c r e d i b i l i t y  q u e s t i o n  t h a t  we’ re  l o o k i n g  a t  has  
t o  be  a f u n c t i o n  o f  where b o t h  money and p r i c e s  a r e .  I canno t  see how 
anyone cou ld  c l a i m  t h a t  we have been expans ionary  w i t h  money. even 
though we have n o t  y e t  s e e n  p r i c e s  f a l l  t o  t h e  l e v e l  t h a t  [ i s  
commensurate w i t h  what t h e  d e c l i n e  i n  money growth] s u g g e s t s .  I t ’ s  
ha rd  t o  know how t o  r e a d  t h e  l o n g - t e r m  bond r a t e ,  a s  t o  whether  t h e r e  
r e a l l y  a r e  i n f l a t i o n  e x p e c t a t i o n s  i n  t h e r e ,  o r  t h e  behav io r  of t h e  
exchange r a t e s ,  which s u g g e s t s  t h a t  i t ’ s  more r e a l  t h a n  we r e a l i z e .  I 
d o n ’ t  t h i n k  t h e r e ’ s  any q u e s t i o n  t h a t  t h e  5 - 1 / 2  p e r c e n t  M2 growth r a t e  
t h a t  i s  i m p l i c i t  i n  t h e  b a s e l i n e  model i s  t o o  h i g h  ove r  t h e  l o n g  r u n .  
That  [ r a t e  o f  growth] i s  n o t  c o n s i s t e n t  w i t h  t h e  l e v e l  o f  p r i c e
s t a b i l i t y  t h a t  t h e  v a s t  m a j o r i t y  of  us  a r e  l o o k i n g  a t .  And t h e r e ’ s  no 
q u e s t i o n  t h a t  a t  some p o i n t  w i t h i n  t h e  n e x t  y e a r  o r  two we’ re  go ing  t o  
have t o  b r i n g  down our  t a r g e t s  by a n o t c h ,  maybe two. But we’re n o t  
a l l  t h a t  c l o s e  from where w e  want t o  be over  t h e  l o n g  run  i f  we 
b e l i e v e  t h a t  t h e  l o n g - t e r m  v e l o c i t y  [of  M21 i s  s t a b l e .  A s  a 
consequence o f  t h a t ,  I r a i s e  t h e  q u e s t i o n :  If ove r  t h e  l o n g  run  we’ re  
go ing  t o  be  r e q u i r e d  t o  b r i n g  down t h e  t a r g e t  r a t e s .  i s  t h i s  J u l y  1 9 9 1  
meet ing  t h e  t i m e  t o  do it f o r  t h e  y e a r  1992?  My answer t o  t h a t  a t  
t h i s  p a r t i c u l a r  s t a g e  i s  “ n o . “  We have a c r e d i t  c runch :  we  have 
f r a g i l i t y :  we have a l l  s o r t s  of  problems t h a t  have n o t  worked t h e i r  
way o u t .  And I shou ld  t h i n k  a t  t h i s  p a r t i c u l a r  s t a g e  t h a t  w e  cou ld  do 
v e r y  w e l l  by s t a y i n g  where w e  a r e .  I f u l l y  r e c o g n i z e ,  and I a g r e e
w i t h  Bob P a r r y  on t h e  p o i n t  t h a t  t h e  c r e d i t  c runch  may d i s a p p e a r .  By 
n e x t  Februa ry ,  t h e  o u t l o o k  may be s i g n i f i c a n t l y  d i f f e r e n t ;  t h e  
f r a g i l i t y  may be  behind  us :  and w e ’ l l  have a n o t h e r  s h o t  a t  [ t h e  r anges
f o r ]  ’ 9 2  i n  Februa ry .  I n  f a c t .  I had Don put  t o g e t h e r  f o r  me a l i s t  
o f  t h e  t i m e s  we’ve changed t h e  J u l y  p r o v i s i o n a l  t a r g e t s  i n  Februa ry .
and one way o r  a n o t h e r  we’ve done t h a t  more t h a n  h a l f  t h e  t i m e .  

S o .  I would a r g u e  a t  t h i s  p a r t i c u l a r  s t a g e .  w i t h  f i s c a l  
p o l i c y  c l e a r l y  s h a c k l e d  and l i k e l y  t o  remain shack led  f o r  a w h i l e ,  
t h a t  t h e  s p o t l i g h t  i s  on us i n  a way t h a t  I d o n ’ t  t h i n k  we’ve seen  f o r  
a w h i l e .  And I s e e .  f r a n k l y ,  v e r y  l i t t l e  b e n e f i t  t o  moving now on 
l o w e r i n g  t h e  t a r g e t s ,  a l t h o u g h  I t h i n k  i t ’ s  e s s e n t i a l  t h a t  we n o t  s t o p
h e r e .  I t h i n k  we have made e x t r a o r d i n a r y  p r o g r e s s  i n  b r i n g i n g
i n f l a t i o n a r y  p r e s s u r e s  down. We have gone th rough  t h e  r e c e s s i o n  
w i t h o u t  blowing i t .  And w i t h  t h e  c u r r e n t  t a r g e t s  I t h i n k  w e  have t h e  
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c a p a b i l i t y  o f  c o n t i n u i n g  t o  cement a con t inued  d i s i n f l a t i o n a r y  
p r o c e s s .  I ’ m  n o t  s u r e  t h e r e ’ s  a n y t h i n g  t o  be  ga ined  i n  t h e  s h o r t  run  
i n  s i g n a l i n g  a t i g h t e n i n g  f o r  ’ 9 2  t h i s  f a r  i n  advance .  I d o n ’ t  t h i n k  
we need i t .  A l l  t h a t  w i l l  do i s  t o  g a l v a n i z e  some a n t i - F e d  a c t i o n s  
which. s i n c e  t h e  banking  b i l l  i s  s t i l l  open and under  n e g o t i a t i o n ,  can  
c r e a t e  an i n a d v e r t e n t  problem f o r  us  because amendments on t h e  f l o o r  
of  t h e  House and t h e  Sena te  can  b e  p a r t i c u l a r l y  i l l - i n f o r m e d  and s t i l l  
p a s s .  I shou ld  t h i n k  a t  t h i s  p a r t i c u l a r  s t a g e  t h a t  we p robab ly  would 
be w e l l  a d v i s e d  t o  s i t  t i g h t  w i t h  ’ 9 1  and ’ 9 2 .  b u t  p l an  t o  l o o k  a t  it 
a g a i n  i n  o u r  n e x t  rev iew o f  t h e  ’92  t a r g e t s .  If  t h i n g s  have improved 
measurably  and we have a s h o t  a t  i t .  we p robab l  should  t h i n k  s t r o n g l y
abou t  r educ ing  t h e  r anges  a n o t c h  a t  t h a t  [ t i m e r .  But i f  w e  w a i t  a 
y e a r  o r  i f  we w a i t  a y e a r  and a h a l f .  I d o n ’ t  t h i n k  t h a t  does  us any
damage s o  l o n g  a s  money growth d o e s n ’ t  s t a r t  t o  move o u t s i d e  t h e  
t a r g e t  r anges  and we a r e  p e r c e i v e d  t o  be w i l l i n g  t o  a c c e p t  a l o t  more 
i n  t h e  way o f  monetary and c r e d i t  growth t h a n  w e  have demons t r a t ed  
t h e s e  l a s t  s e v e r a l  y e a r s .  Bob. 

MR. PARRY. Well .  M r .  Chairman, a c c o r d i n g  t o  o u r  p r o j e c t i o n s  
a s  w e l l  a s  t h o s e  i n  t h e  Bluebook,  it i s  l i k e l y  t h a t  M2 and M3 w i l l  end 
up w e l l  w i t h i n  t h e  r ange  t h i s  y e a r  u n l e s s  t h e  outcome f o r  economic 
a c t i v i t y  and i n f l a t i o n  [ d i f f e r s  markedly  from o u r  e x p e c t a t i o n s ] .
Thus.  maybe w e  shou ld  r e t a i n  t h e  r a n g e s  t h a t  we c u r r e n t l y  have f o r  
t h i s  y e a r .  For 1992. I can  see compe l l ing  r e a s o n s  i n  s u p p o r t  o f  
e i t h e r  r e t a i n i n g  t h i s  y e a r ’ s  r anges  o r  l ower ing  a t  l e a s t  M 2 ’ s  r ange  by 
1 1 2  p e r c e n t a g e  p o i n t .  I n  s u p p o r t  o f  l ower ing  t h e  r a n g e s ,  p r i c e
s t a b i l i t y  o v e r  t i m e  does  r e q u i r e  f u r t h e r  r e d u c t i o n s  i n  t h e  range  o f  
M2. a s  you n o t e d .  A l s o ,  a r e d u c t i o n  cou ld  send a c l e a r e r  message t o  
f i n a n c i a l  marke t s  conce rn ing  o u r  g o a l  f o r  r e d u c i n g  t h e  r anges  and it 
cou ld  have s a l u t a r y  e f f e c t s  on i n f l a t i o n  e x p e c t a t i o n s .  On t h e  o t h e r  
hand ,  a r e a s o n a b l e  outcome f o r  t h e  economy n e x t  y e a r .  i n c l u d i n g
f u r t h e r  p r o g r e s s  a g a i n s t  i n f l a t i o n ,  seems t o  r e q u i r e  an M2 growth 
above t h e  midpoin t  of  t h i s  y e a r ’ s  r a n g e .  Moreover,  t h e r e  i s  
c o n s i d e r a b l e  u n c e r t a i n t y ,  a s  we’ve t a l k e d  abou t  t h i s  morning.  abou t  
t h e  t r e n d  o f  v e l o c i t y  ove r  t h e  n e x t  1 8  months.  I t  could  r e t u r n  t o  
s lower  growth r a t e s  more q u i c k l y  t h a n  i s  b e i n g  assumed i n  our  
f o r e c a s t .  F i n a l l y ,  s t a y i n g  w i t h  t h e  same range  f o r  M2 f o r  two y e a r s  
was ag reed  t o  i n  1989 and a l s o  i n  1990.  w i t h o u t  I b e l i e v e  s a c r i f i c i n g
t h e  p u r s u i t  of  p r i c e  [ s t a b i l i t y ] .  I b e l i e v e  i n  view of  t h e  
p r e l i m i n a r y  n a t u r e  of  our  J u l y  d e l i b e r a t i o n s  f o r  1992 I would f a v o r  
a l t e r n a t i v e  11. which b a s i c a l l y  r e p e a t s  t h e  same ranges  f o r  n e x t  y e a r  
a s  we have f o r  t h e  c u r r e n t  y e a r .  

CHAIRMAN GREENSPAN. Governor A n g e l l .  

MR. ANGELL. A s  you know. M r .  Chairman, we’ve had a few 
r e p o r t e r s  around i n  r e c e n t  months a s k i n g  q u e s t i o n s .  One of t h e  most 
i n t e r e s t i n g  q u e s t i o n s  I was asked--my answer was n o t  r e p o r t e d  a s  f a r  
a s  I know--was: What have you l e a r n e d  i n  f i v e  y e a r s ?  And t o  t h a t  
t h e r e  was a c l e a r - c u t ,  ea sy  answer .  I ’ v e  l e a r n e d  t h a t  g e t t i n g
i n f l a t i o n  down i s  a l o t  h a r d e r  t h a n  I though t  it was f i v e  and a h a l f  
y e a r s  ago .  I t  j u s t  i s  p r e t t y  h a r d  t o  g e t  i t  down. There  have been 
t imes t h a t  I ’ v e  a rgued  w i t h  t h e  s t a f f ,  w i t h  Mike. i n  r e g a r d  t o  
i n f l a t i o n .  I though t  w e  were go ing  t o  be  more s u c c e s s f u l  t h a n  we 
were .  I t ’ s  v e r y  c l e a r  t o  m e  now t h a t  i t ’ s  n o t  e a s y  t o  g e t  t h e  r a t e  of  
i n f l a t i o n  down. 
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The second p o i n t  I would make, Mr. Chairman, i s  t h a t  you
p o i n t e d  o u t  t o  me a y e a r  and a h a l f  ago.  when I was compla in ing  about  
i n f l a t i o n  n o t  coming down. t h a t  i n f l a t i o n  would come down i n  a bunch 
sometime. and I t h i n k  you were r i g h t .  If you l o o k  a t  t h e  h i s t o r y  o f  
d i s i n f l a t i o n .  it does  t e n d  t o  come i n  bunches .  I had t h e  view a t  one 
t ime  t h a t  maybe i n f l a t i o n  can  come down d u r i n g  e x p a n s i o n s ,  b u t  our  
s u c c e s s  i n  g e t t i n g  i n f l a t i o n  down d u r i n g  t h e  l a t t e r  p a r t  of  an 
expans ion  phase h a s  proved n o t  t o  be a n  e v e n t .  S o ,  we have an 
o p p o r t u n i t y :  and when you have  o p p o r t u n i t i e s ,  you a c t  t o  make g a i n s .  

The t h i r d  p o i n t  I would make i s  t h a t  i n f l a t i o n  neve r  comes 
down t o o  r a p i d l y .  Now, d e f l a t i o n  could  be t o o  r a p i d .  But i n f l a t i o n  
d o e s n ’ t  come down t o o  r a p i d l y  because  when i n f l a t i o n  comes down 
r a p i d l y  t h e  bond marke t s  know i t  and you g e t  some b e n e f i t  from f a l l i n g
i n t e r e s t  r a t e s .  S o ,  g r a d u a l i s m  sounds n i c e  i n  t h e o r y ,  b u t  i t ’ s  j u s t  
t o o  e a s y  if gradua l i sm neve r  b e g e t s  p r o g r e s s .  S o ,  a t  some p o i n t  i n  
t i m e  we have t o  s t a k e  o u t  an o p p o r t u n i t y ,  and I b e l i e v e  t h i s  i s  an 
unusua l  o p p o r t u n i t y  t o  make t remendous g a i n s .  Now,  Don, I know why it 
i s  t h a t  you have t h e  5-112 p e r c e n t  [assumpt ion  f o r  M2 growth i n  19921. 
But it seems t o  m e  t h a t  by most measures  w e  can look  a t  t h e  4 p e r c e n t
growth r a t e  from Q4 t o  June  and t h e  4 p e r c e n t  ave rage  ove r  t h r e e  y e a r s  
- - a n d  i t  was v e r y  s t a b l e  d u r i n g  t h e  t h r e e  y e a r s - - a n d  s a y  t h a t  it 
r e a l l y  i s  q u i t e  a d e q u a t e .  I t  would have been ve ry  adequa te  if t h e  
r a t e  of i n f l a t i o n  had n o t  bu lged  t o  5 p e r c e n t .  We would have found 
t h e  4 p e r c e n t  t o  be j u s t  f i n e  i f  t h a t  r a t e  o f  i n f l a t i o n  h a d n ’ t  b u l g e d .  
If M2 growing a t  4 p e r c e n t  i s  s u f f i c i e n t  t o  p rov ide  a r e c o v e r y  t h a t  
a l l  of us a r e  ag reed  i s  i n  p l a c e ,  t h e n  I s e e  no r eason  why 4 p e r c e n t  
money growth won’t  work i n  t h e  f u t u r e .  

I t h i n k  you asked  t h e  q u e s t i o n ,  Mr. Chairman: Why do i t  now 
r a t h e r  t h a n  i n  Februa ry?  And I t h i n k  t h e  answer t o  t h a t  i s  t h a t  we 
have a Chairman who i s  v e r y ,  v e r y  good a t  p e r s u a d i n g  when he  makes t h e  
Humphrey-Hawkins r e p o r t .  And i f  t h e  Chairman e x p l a i n s  why it i s  t h a t  
we’re  [ adop t ing ]  a lower  t a r g e t  r a n g e ,  t h a t  can g i v e  u s  t h e  
c r e d i b i l i t y  k i c k  t h a t  a l l  of us  t h i n k  would be v e r y ,  v e r y  h e l p f u l .
And i n  do ing  t h a t  I t h i n k  w e  have a chance  t o  have t h i s  r e c o v e r y  be  
b e t t e r  r a t h e r  t h a n  weaker .  Tha t  c r e d i b i l i t y  cou ld  cause  t h e  l o n g  bond 
i n t e r e s t  r a t e  t o  f a l l  from i t s  [ c u r r e n t ]  l e v e l ,  which i s  h i g h e r  t h a n  
i t  was l a s t  y e a r ,  and t h a t  would be v e r y .  v e r y  good f o r  t h e  r e c o v e r y .  
S o ,  t h e  reason  t h a t  I would l i k e  t o  do i t  now is  because  we need t h e  
bond market  improvement now. That  would g i v e  us  a c r e d i b i l i t y  t h a t  we 
cou ld  n o t  g e t  i n  any o t h e r  way. And, Mr. Chairman. even though  you
would p r e f e r  n o t  t o  e x p l a i n  t h a t  now. I t h i n k  you’d be  ve ry  good a t  
e x p l a i n i n g  it now. And I t h i n k  t h a t  would make a c o n s i d e r a b l e  
d i f f e r e n c e .  If I ’ m  wrong and t h e  money r e l a t i o n s h i p  changes ,  I d o n ’ t  
s e e  any r eason  why we c o u l d n ’ t  back o f f  i n  Februa ry .  The t e n t a t i v e  
s t e p  shou ld  be t h e  s t e p  t h a t  w e  want t o  make and t h e n  if t h e  money
r e l a t i o n s h i p  t u r n s  o u t  t o  be q u i t e  d i f f e r e n t ,  you’d be a b l e  t o  e x p l a i n
t h a t  n e x t  Februa ry .  

CHAIRMAN GREENSPAN. [Exp la in ]  r a i s i n g  t h e  t a r g e t s  i n  
February?  I a p p r e c i a t e  your  o v e r - e s t i m a t i o n  [ o f  my a b i l i t i e s ]  ! 
P r e s i d e n t  Black .  

MR. BLACK. Mr. Chairman, I ’ v e  neve r  d i s a g r e e d  w i t h  you
b e f o r e .  much t o  my p l e a s u r e .  and I c e r t a i n l y  a g r e e  w i t h  your comments 
t h a t  t h e  b a s e l i n e  growth r a t e  f o r  M2 i s  much t o o  h i g h  and t h a t  
s t r a t e g y  I1 i s  nea r  what w e  ought  t o  be aiming f o r .  I even went s o  
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f a r  a s  t o  s a y  one t i m e  t o  a r e p o r t e r ,  f a c e t i o u s l y ,  t h a t  much t o  my
dismay I was tempted  t o  j u s t  g i v e  you my proxy and go p l a y  g o l f .  And 
you. on a n o t h e r  o c c a s i o n .  s a i d  you were go ing  t o  ho ld  me t o  t h a t !  I 
w i l l  t r y  t o  cove r  my t r a c k s  by s a y i n g  t h a t  I suppose  a t  some p o i n t
i n e v i t a b l y  w e ’ r e  a l l  go ing  t o  d i f f e r .  

S o ,  I ’ m  w i t h  you on t h e  f i r s t  t w o - t h i r d s  b u t  [ n o t ]  when we 
get: down t o  t h e  d i s c u s s i o n  of t h e  r a n g e s .  I r ecogn ize  t h a t  l o n g - r u n
a l r e r n a t i v e  11. which means e x t e n d i n g  t h e  ’ 9 1  r anges  t o  ’ 9 2 ,  cou ld  
encompass s t r a t e g y  1 1 - - a n  i d e a  t h a t  we b o t h  e n d o r s e .  But a s  t h e  
Bluebook p o i n t s  o u t  on t h e  bot tom o f  page 1 9 ,  l o n g - r u n  a l t e r n a t i v e  
111, which lowers  a l l  t h e  r anges  112  p e r c e n t a g e  p o i n t  i s  “more 
c o n s i s t e n t  w i t h  t h e  s p i r i t  and i n t e n t ”  o f  o u r  a n t i - i n f l a t i o n a r y  
s t r a t e g y .  And t h a t  would p r o v i d e  f r e s h  ev idence  of our  commitment t o  
t h e  v e r y  t h i n g s  t h a t  Governor Ange l l  h a s  j u s t  d e s c r i b e d  v e r y  w e l l .  I 
t h i n k  t h a t  i s  a v e r y  i m p o r t a n t  p o i n t ,  as he emphasized.  A s  I s a i d  
y e s t e r d a y  and a s  h e  s a i d  much b e t t e r  t o d a y ,  we a r e  a t  a v e r y  c r u c i a l  
p o i n t :  we’ve had remarkable  s u c c e s s  up t o  t h i s  p o i n t  and many
f o r e c a s t e r s  a r e  now beg inn ing  t o  lower  t h e i r  p r o j e c t i o n s  of i n f l a t i o n  
i n  p a r t  because  t h e y  t h i n k  t h e  economy i s  n o t  r e a l l y  going t o  s p u r t  a s  
much a s  i t  has  i n  p a s t  r e c o v e r i e s .  But I t h i n k  a l a r g e  p a r t  o f  t h a t  
i s  due t o  t h e  growing c r e d i b i l i t y  t h a t  we have ga ined  because  we have 
had t h i s  remarkable  r e c o r d  ove r  t h e  l a s t  s e v e r a l  y e a r s .  I t h i n k  
l e a v i n g  t h e s e  r a n g e s  unchanged i n  ’92 would r a i s e  some doub t s  and 
p o s s i b l y  s low,  i f  not  b r e a k ,  t h e  momentum t h a t  we’ve gained t h u s  f a r .  
But l o w e r i n g  them would r e i n f o r c e  o u r  c r e d i b i l i t y  and I t h i n k  would 
r educe  t h e  t r a n s i t i o n a l  c o s t s  of  a c h i e v i n g  p r i c e  s t a b i l i t y .  
Consequent ly .  I v e r y  s t r o n g l y  f a v o r  a l t e r n a t i v e  111. I r e c o g n i z e  t h a t  
M2 growth may w e l l  be i n  t h e  upper  p a r t  of t h a t  r ange  n e x t  y e a r  if we 
adop t  t h a t  a l t e r n a t i v e ,  b u t  t h a t  s t r i k e s  me a s  a p r e t t y  manageable
problem t h a t  we cou ld  a f f o r d  t o  t a k e  on i n  view of t h e  b e n e f i t s  t h a t  I 
t h i n k  w e  would g e t  from t h e  c r e d i b i l i t y  s t a n d p o i n t  by lower ing  our  
r a n g e s .  And i f ,  a s  Governor Angel l  p o s t u l a t e d .  w e  had t o  r a i s e  them,  
I s h a r e  h i s  conf idence  t h a t  you cou ld  e x p l a i n  t h a t  ve ry  w e l l .  We 
r e a l l y  have a go lden  o p p o r t u n i t y  h e r e  t h a t  we h a v e n ’ t  had u n t i l  now. 
and I t h i n k  we have t o  s e i z e  i t .  Al though t h e r e  a r e  many r e a s o n s  why 
I cou ld  a rgue  t h a t  we ought  t o  t e m p o r i z e .  I ’ m  a f r a i d  t h a t  I j u s t  have  
t o  come o u t  f o r  a l t e r n a t i v e  111. 

CHAIRMAN GREENSPAN. P r e s i d e n t  Hoskins .  

MR. HOSKINS. Our g o a l  i s  p r i c e  s t a b i l i t y .  I a g r e e  w i t h  you 
t h a t  we’ve made p r o g r e s s  i n  t e rms  o f  b r i n g i n g  money growth down. What 
we know abou t  money--or  a t  l e a s t  what we t h i n k  we k n o w - - t e l l s  us t h a t  
we ought  t o  g e t  some p r o g r e s s .  To d a t e  we h a v e n ’ t  g o t t e n  t h e  
p r o g r e s s .  I ’ m  n o t  wedded t o  a p a r t i c u l a r  money growth:  I ’ m  wedded t o  
p r i c e  s t a b i l i t y .  And it seems t o  m e  t h a t  what we t h i n k  w e  know abou t  
it i s  t h a t  w e ’ r e  abou t  a p e r c e n t a g e  p o i n t  away from a n o n i n f l a t i o n a r y  
economy i n  t e r m s  o f  money growth.  And t o  l o o k  t o  r a i s i n g  t h e  growth 
r a t e  i n  money-- .  Even though I know i t ’ s  a r e s i d u a l  t h a t  f a l l s  o u t  of 
your  o u t p u t ,  p r i c e ,  and i n t e r e s t  r a t e  model ,  I view i t  a s  a p o l i c y
i n s t r u m e n t .  And I j u s t  c a n ’ t  s e e  how we would want t o  t o l e r a t e  a 
5 - 1 / 2  p e r c e n t  r a t e  of growth i n  money f o r  any s i g n i f i c a n t  p e r i o d  o f  
t i m e  when we‘ve worked s o  h a r d  t o  g e t  where w e  a r e .  If t h e  4 p e r c e n t  
growth r a t e  [over  t h e  p a s t 1  f o u r  y e a r s  d o e s n ’ t  g e t  us a n y t h i n g ,  t h e n  I 
t h i n k  we ought  t o  move on down t o  2 p e r c e n t  o r  whatever  it t a k e s  t o  
g e t  u s  t h e r e  i n  a r e a s o n a b l e  t i m e - f r a m e .  I j u s t  t h i n k  t h a t  w e  
s h o u l d n ’ t  be c o n s i d e r i n g  a n y t h i n g  i n  t h e  upper  end o f  t h i s  t a r g e t  
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r a n g e .  I would a r g u e  t h a t  w e  ought  t o  lower t h e  midpoin t  o f  t h i s  
t a r g e t  r ange  and c e n t e r  it on 3 p e r c e n t  because  t h a t ’ s  where we want 
t o  b e .  And if t h a t  d o e s n ’ t  work. t h e n  w e  shou ld  c e n t e r  i t  lower .  But 
I d o n ’ t  t h i n k  we ought  t o  abandon our  e f f o r t s  t o  b r i n g  money growth
down when w e  seem s o  c l o s e .  We can  s t a y  w i t h  t h e  c u r r e n t  t a r g e t s  f o r  
t h e  r e s t  of t h i s  y e a r  b u t .  f o r  t h e  r e a s o n s  t h a t  b o t h  Bob Black  and 
Wayne Ange l l  have a l r e a d y  g i v e n ,  I t h i n k  w e  would do o u r s e l v e s  a g r e a t
s e r v i c e  by c l a r i f y i n g  our  commitment t o  p r i c e  s t a b i l i t y  by l o w e r i n g
t h e  t a r g e t  r anges .  I ’ m  n o t  even  comfor t ab le  w i t h  a 2 t o  6 p e r c e n t  
r ange :  I ’ d  l i k e  one c e n t e r e d  on 3 p e r c e n t  o r  a t  l e a s t  I ’ d  c o l l a p s e  t h e  
t o p  end o f  t h e  r ange .  

MR. ANGELL. B e  p a t i e n t ,  Lee: be  p a t i e n t .  

MR. BLACK. Show t h e  k ind  of  r e s t r a i n t  t h a t  Governor Angel l
and I showed! 

MR. HOSKINS. Well. I ’ l l  compromise and opt  f o r  a lower 
t a r g e t  r a n g e  of  2 t o  6 p e r c e n t .  T h a t ’ s  my recommendation. 

CHAIRMAN GREENSPAN. P r e s i d e n t  F o r r e s t a l  

MR. FORRESTAL. M r .  Chairman, a s  I look  back over  our  
e x p e r i e n c e  of t h e  p a s t  1 2  t o  18 months.  I t h i n k  t h a t  p o l i c y  h a s  been 
abou t  a s  good a s  we could  have expec ted  and c e r t a i n l y  b e t t e r  t h a n  I 
had a n t i c i p a t e d .  And f o r  a l l  of  t h e  r e a s o n s  t h a t  you gave ,  I would 
v e r y  s t r o n g l y  f a v o r  s t a y i n g  where we a r e .  I n  s a y i n g  t h a t ,  I ’ d  l i k e  t o  
make i t  c l e a r  t h a t  I i n  no s e n s e  am abandoning t h e  i d e a  of  p r i c e
s t a b i l i t y ,  b u t  I t h i n k  we have t o  b e a r  two t h i n g s  i n  mind. We’re 
t r y i n g  t o  a c h i e v e  p r i c e  s t a b i l i t y  o v e r  t i m e .  n o t  a l l  of  a sudden a t  a 
c o s t  t o  t h e  economy. We have o t h e r  r e s p o n s i b i l i t i e s  b e s i d e s  p r i c e
s t a b i l i t y .  P r i c e  s t a b i l i t y  may be  t h e  pr imary  o b j e c t i v e  of a c e n t r a l  
bank. b u t  I d o n ’ t  t h i n k  i t ’ s  t h e  o n l y  one .  Our c r e d i b i l i t y .  i t  seems 
t o  me. i s  measured n o t  o n l y  i n  t e rms  of  how we d e a l  w i t h  i n f l a t i o n  b u t  
a l s o  how we d e a l  w i t h  t h e  r e a l  economy. We have a recovery  i n  t r a i n  
a t  t h e  moment: I t h i n k  t h a t ’ s  p r e t t y  e v i d e n t .  But I do t h i n k  t h e  
r i s k s  a r e  s t i l l  on t h e  down s i d e .  You p o i n t e d  t o  a number of o t h e r  
r i s k s ,  none of  which i s  t r i v i a l ,  I would s a y .  So .  I t h i n k  i t ’ s  
i m p o r t a n t  t h a t  we ho ld  where w e  a r e  a t  t h e  moment. I t h i n k  t h e  r i s k s  
t o  us  a s  a n  i n s t i t u t i o n  a s  w e l l  a s  t o  t h e  economy a r e  r e a l l y  q u i t e
s i g n i f i c a n t  i f  w e  make a move a t  t h i s  t i m e .  So .  I would s t r o n g l y  
s u p p o r t  your  recommendation t h a t  we h o l d  [ t h e  M2 range  for1  b o t h  ’ 9 1  
and ’92  a t  2 - 1 1 2  t o  6 - 1 1 2  p e r c e n t  a t  t h i s  t i m e .  

CHAIRMAN GREENSPAN. Governor LaWare. 

MR. LAWARE. Mr. Chairman, t h e  p o s i t i o n  t h a t  you have 
p r e s e n t e d  t o  t h e  Committee t o d a y  and t h e  c o n d i t i o n s  you d e s c r i b e d  a r e  
a lmost  i d e n t i c a l  w i t h  t h e  o n e ’ s  I espoused y e s t e r d a y ,  s o  I ’ m  v e r y
happy t o  s u p p o r t  a l t e r n a t i v e  I1 a s  t h e  s t r a t e g y .  I t  seems t o  me t h a t  
t h e r e ’ s  room i n  t h a t  range  t o  accommodate whatever  we wish t o  do i n  
t e r m s  of c o n t i n u i n g  t o  put  p r e s s u r e  on i n f l a t i o n .  And I am v e r y
concerned t h a t  a t  t h i s  p o i n t ,  when we  d o n ’ t  have a s s u r a n c e  of  t h e  
s t r e n g t h  o f  t h e  r ecove ry  t h a t  w e  t h i n k  i s  underway. t h e  announcement 
e f f e c t  of s a y i n g  t h a t  we a r e  go ing  t o  s low down t h e  growth i n  t h e  
money s u p p l y  could  run  t h e  r i s k  o f  a b o r t i n g  t h e  r e c o v e r y .  S o ,  I v e r y
s t r o n g l y  s u p p o r t  s t a y i n g  where we a r e ,  b e l i e v i n g  t h a t  we have enough 
room w i t h i n  t h a t  range  t o  do whatever  we wish .  
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CHAIRMAN GREENSPAN. P r e s i d e n t  Syron .  

MR. SYRON. Thank you,  Mr. Chairman. I t h i n k .  a s  o t h e r s  have 
s a i d .  t h a t  p o l i c y  ha5 been q u i t e  e f f e c t i v e ,  l a r g e l y  by d r i f t  o f  
f o r t u n e  a s  w e l l  a s  by s k i l l .  And I t h i n k  t h e r e  i s  g e n e r a l  agreement
t h a t  most o f  us o f t e n  t h i n k  about  our  o b j e c t i v e s  i n  terms o f  i n f l a t i o n  
and [view a c h i e v i n g  p r i c e  s t a b i l i t y ]  a s  a v e h i c l e  f o r  promoting r e a l  
growth i n  t h e  economy. A l o t  o f  t h e  somewhat t e c h n i c a l  d e b a t e  r i g h t  
now comes down t o  t h e  i s s u e  of how much we want t o  t a k e  i n t o  
c o n s i d e r a t i o n  u n c e r t a i n t i e s  a s s o c i a t e d  w i t h  t h e  r e l a t i o n s h i p  between 
money and o u t p u t .  And it seems t o  m e  t h a t ,  n o t  u n u s u a l l y ,  we’re i n  a 
t i m e  of s i g n i f i c a n t  u n c e r t a i n t y .  F i r s t  of a l l ,  we’re n o t  a b s o l u t e l y  
s u r e  where w e  a r e  i n  terms o f  t h e  r e a l  economy i t s e l f .  Beyond t h a t ,  
t h e r e  a r e  a l l  of t h e s e  f a c t o r s  go ing  on i n  t h e  f i n a n c i a l  sys tem t o  
which some peop le  have a l l u d e d .  And coming back t o  t h e  q u e s t i o n  I 
asked  Don e a r l i e r .  i t ’ s  f a r  from c l e a r  t h a t  we have a g r e a t  d e a l  o f  
c e r t a i n t y  about  v e l o c i t y ’ s  b e h a v i o r  i n  e i t h e r  d i r e c t i o n .  I n  terms of 
c r e d i b i l i t y ,  a concern  I h a v e - - 1  t h i n k  we’d be s u r p r i s e d  by i t - - i s  
t h a t  if we were t o  lower  t h e  r anges  and t h e n  have t o  b reak  th rough  t h e  
t o p  o f  t h e  r a n g e ,  t h a t  could  be a s  damaging t o  c r e d i b i l i t y  a s  some 
o t h e r  s p e c s  cou ld  b e  i n  t h e  o t h e r  d i r e c t i o n .  A d d i t i o n a l l y ,  I have a 
g r e a t  d e a l  of  sympathy f o r  your  v i ew,  Mr. Chairman; I ’ m  no t  q u i t e  s u r e  
what w e  g e t  f o r  changing  [ t h e  r anges ]  now i n  J u l y ,  halfway th rough  t h e  
y e a r .  W e ’ l l  have more i n f o r m a t i o n  b o t h  on t h e  r e a l  economy and on 
what i s  happening i n  t h e  f i n a n c i a l  sys t em a s  t h e  y e a r  goes on.  S o .  I 
t h i n k  t h e  o p p o r t u n i t y  f o r  g a i n i n g  c r e d i b i l i t y  i s  g r e a t e r .  i f  we f i n d  
i t  n e c e s s a r y  t o  make a change,  t o  do so  a f t e r  some o f  t h e s e  t h i n g s  
become less [ u n c e r t a i n ] .  So ,  f o r  t h a t  r e a s o n ,  I s u p p o r t  your
s u g g e s t i o n .  

CHAIRMAN GREENSPAN. Governor M u l l i n s .  

MR. MULLINS. I would p r e f e r  a l t e r n a t i v e  I1 a t  t h i s  t i m e  a s  
w e l l .  I t h i n k ,  a s  Governor LaWare s a y s .  i t ’ s  unnecessa ry  t o  change 
t h e  r a n g e s .  The c u r r e n t  [MZ] r ange  p r o v i d e s  ample f l e x i b i l i t y  t o  
respond t o  i n f l a t i o n  r i s k s .  If w e  need 4 p e r c e n t  growth we have t h e  
a b i l i t y  t o  a c h i e v e  it w i t h i n  t h i s  r a n g e .  Indeed ,  we’ve expe r i enced  4 
p e r c e n t  growth ove r  t h e  l a s t  y e a r  and a h a l f  w i t h i n  t h e  range .  On t h e  
c r e d i b i l i t y  q u e s t i o n ,  t h e r e  i s  some m e r i t  t o  t h e  c r e d i b i l i t y  argument .
On t h e  l o n g  bond, I ’ m  n o t  so  convinced t h a t  t h e r e ’ s  much i n f l a t i o n  
b u i l t  i n .  When I s e e  our  l o n g  bond r a t e  a t  roughly  t h e  same r a t e  a s  
t h e  German l o n g  bond. I wonder how much i n f l a t i o n  premium i s  b u i l t  
i n t o  o u r  bond. Moreover,  it seems t o  m e  t h a t  our  c r e d i b i l i t y  i s  n o t  
t h r e a t e n e d  now. I t  h a s  n o t  been b rough t  i n t o  q u e s t i o n .  And we might
be  b e t t e r  o f f  s a v i n g  t h i s  and u s i n g  i t  when i t ’ s  needed more,  a l t h o u g h  
I do t h i n k  one cou ld  make an argument t h e r e .  I have some concern  
abou t  t h e  a p p r o p r i a t e n e s s  o f  t h e  2 t o  6 p e r c e n t  range and t h e  4 
p e r c e n t  m i d p o i n t ,  and I t h i n k  t h a t ’ s  someth ing  w e  s h o u l d  t h i n k  a b o u t .  
I t  may be  r i g h t ,  b u t  I ’ m  n o t  convinced  t h a t  s e t t i n g  t h e  midpoin t  a t  a 
r a t e  t h a t  i s  below r e a l i z e d  c o r e  i n f l a t i o n  f o r  v i r t u a l l y  e v e r y  y e a r
f o r  t h e  p a s t  2 0  y e a r s  i s  someth ing  we s h o u l d  do r i g h t  now. If we 
r e a l l y  t h i n k  i n f l a t i o n  i s  go ing  t o  be 3 p e r c e n t  i n  ’ 9 2 .  and i f  we’ re  
go ing  t o  have 4 p e r c e n t  growth i n  money, and v e l o c i t y  s t a y s  c o n s t a n t ,  
a r e  w e  w i l l i n g  t o  s a y  t o  t h e  w o r l d - - o r  t o  t h e  peop le  who w i l l  r ead  i t  
t h i s  w a y - - t h a t  we’re  w i l l i n g  t o  a c c e p t  1 p e r c e n t  r e a l  growth and 
r i s i n g  unemployment? If we a r e  w i l l i n g  t o  a c c e p t  t h a t ,  perhaps  now i s  
not  t h e  t i m e  t o  announce i t  when t h e  unemployment r a t e  i s  s t i l l  
r i s i n g .  t h e  r e c e s s i o n  i s  n o t  y e t  c o l d  i n  i t s  g rave  and i n f l a t i o n  i s  
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a l r e a d y  r e c e d i n g ,  and t h e  banking  b i l l  h a s  opened up our  s t a t u t e s  t o  
meddl ing .  T h i s  p r o c e s s  of  r ev iewing  it h a s  been q u i t e  s u c c e s s f u l  and 
h a s  been c h a r a c t e r i z e d  by p a t i e n c e  and p e r s i s t e n c e ;  and i t ’ s  an 
i m p r e s s i v e  achievement .  We a r e  approach ing  a s t a g e  when we ought  t o  
t h i n k  abou t  where we’re  headed- - toward  a s t a b l e  range  and a more 
s t a b l e  t a r g e t  and what p r i c e  s t a b i l i t y  r e a l l y  means,  g iven  t h a t  we 
have t h e  b i a s  i n  e s t i m a t i o n ,  a s  t h e  Chairman mentioned and a s  we 
d i s c u s s e d  a b i t  y e s t e r d a y .  I t h i n k  t h e r e ’ s  a q u e s t i o n  abou t  t h e  r a n g e  
a s  w e l l .  I t ’ s  n o t  c l e a r  t o  me why Germany has  a 4 t o  8 p e r c e n t  r ange
and many of  t h e s e  o t h e r  c o u n t r i e s  a r e  a b l e  t o  o p e r a t e  w i t h i n  
r e l a t i v e l y  t i g h t  r a n g e s .  My view i s  t h a t  w e ’ r e  approaching  a t ime  i n  
which w e  ought  t o  c o n f r o n t  t h o s e  i s s u e s .  But I would p r e f e r  t o  
pos tpone  t h a t  and t a l k  about  them pe rhaps  w i t h  some background work by
t h e  s t a f f  and i n  a n  environment  w i t h  t h e  r e c e s s i o n  behind  us and t h e  
r e c o v e r y  s a f e l y  underway and when we know more abou t  t h e  shape  and 
form o f  t h e  r ecove ry  and t h e  n a t u r e  o f  t h e  p r o g r e s s  t h a t  w e ’ r e  making 
on r educ ing  i n f l a t i o n .  A t  t h a t  t i m e  t h e  c r e d i b i l i t y  of  l ower ing  t h e  
r ange  might  be wor th  much more.  S o ,  I would a g r e e  wi th  your  p r o p o s a l ,  
M r .  Chairman, t h e  c u r r e n t  r anges  f o r  ’ 9 1  and t e n t a t i v e l y  f o r  ’ 9 2 .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Keehn. 

MR. KEEHN. Mr. Chairman. it seems t o  me you phrased  it v e r y .  
v e r y  w e l l ,  and I a b s o l u t e l y  a g r e e  w i t h  b o t h  t h e  s t r a t e g y  and t h e  
s c e n a r i o  a s  you o u t l i n e d  i t .  I t  seems t o  m e  a t  t h i s  p o i n t  t h a t  t h e  
message e f f e c t  o f  what we d e c i d e  t o d a y  i s  awfu l ly  i m p o r t a n t ,  pe rhaps  a 
b i t  more i m p o r t a n t  t h a n  t h e  p r a c t i c a l  o p e r a t i n g  e f f e c t .  A s  I t h i n k  
about  i t .  I ’ m  n o t  s u r e  I ’ d  l i k e  t h e  message e f f e c t  of  changing  t h e  
r anges  e i t h e r  way a t  t h i s  p o i n t .  To reduce  t h e  r anges  h a s  some 
u n f o r t u n a t e  consequences .  which you t a l k e d  a b o u t ;  i t ’ s  t h e  wrong t i m e  
t o  send t h a t  p a r t i c u l a r  message. And. o b v i o u s l y ,  r a i s i n g  t h e  r ange
would be  i n a p p r o p r i a t e .  I t h i n k  t h e  b a s e l i n e  a l t e r n a t i v e  s t r a t e g y  a s  
Don has  o u t l i n e d  it i s  r e a s o n a b l y  c o n s i s t e n t  w i t h  t h e  economic 
f o r e c a s t  t h a t  w e  t a l k e d  about  y e s t e r d a y .  And I must s a y  t h a t  a s  I 
t h i n k  abou t  t h a t  f o r e c a s t  f o r  t h i s  y e a r  and n e x t  y e a r ,  i t ’ s  a p r e t t y
c o n s t r u c t i v e  o u t l o o k  a n d ,  t h e r e f o r e ,  it seems t o  m e  t h a t  we ought  t o  
c o n t i n u e  t o  l e a v e  t h e  r anges  a s  w e  have them. I v e r y  s t r o n g l y  f a v o r  
t h e  r anges  of a l t e r n a t i v e  11. 

CHAIRMAN GREENSPAN. Governor K e l l e y .  

MR. KELLEY. Mr. Chairman. I s t r o n g l y  s u p p o r t  a l t e r n a t i v e  I1 
and I t h i n k  t h a t  c a s e  has  been made p r e t t y  t h o r o u g h l y  by o t h e r s .  But 
I would l i k e  t o  go ahead and o f f e r  my summary of  where my t h i n k i n g
l i e s .  There  a r e  two conce rns  t h a t  have been mentioned.  Number one i s  
t h e  a c t u a l  o p e r a t i o n  o f  p o l i c y ,  which i s  of  c o u r s e  t h e  most i m p o r t a n t  
t h i n g .  But s i g n a l s  a r e  a l s o  i m p o r t a n t .  A s  f a r  a s  t h e  a c t u a l  
o p e r a t i o n  o f  p o l i c y  goes ,  we always have a c h a l l e n g e  on b o t h  s i d e s .  
The pr imary  c h a l l e n g e ,  o f  c o u r s e .  i s  t o  m a i n t a i n  t h e  downward t r e n d  of 
i n f l a t i o n  t h a t  w e * r e  a l l  d e d i c a t e d  t o ,  and t h a t  w i l l  be  p a r t i c u l a r l y
i m p o r t a n t  i f  t h i s  recovery  f l o u r i s h e s .  But a l t e r n a t i v e l y ,  we have t o  
be  a b l e  t o  p r o v i d e  f o r  a s u s t a i n a b l e  and b roaden ing  r ecove ry  if it 
t e n d s  t o  f a l t e r  a f t e r  a b i t .  Under a l t e r n a t i v e  11, we would p r o v i d e
o u r s e l v e s  room t o  expand a b i t  if t h a t  t u r n e d  o u t  t o  be r e q u i r e d  and I 
t h i n k  t h e  p r o b a b i l i t y  of  t h a t  i s  n o n - t r i v i a l .  And w e  would s t i l l  have 
p l e n t y  of  room t o  app ly  more c o n s t r a i n t  i f  t h a t  were r e q u i r e d .  I f .  on 
t h e  o t h e r  hand,  w e  t i g h t e n  t h e  r anges  now, we’d be p r e t t y  much 
c o n s t r a i n i n g  o u r  a b i l i t y  t o  respond i f  t h e  economy d i d  t u r n  o u t  t o  
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f a l t e r  a f t e r  a t i m e .  A s  f a r  a s  t h e  s i g n a l  e f f e c t  goes ,  we c l e a r l y
have t i g h t e n e d  s lowly  f o r  a s  much a s  a decade  now and w i t h i n  t h e  
framework o f  t o d a y ’ s  economy I t h i n k  i t ’ s  f a i r  t o  s a y  t h a t  we c o n t i n u e  
t o  do t h a t .  And I b e l i e v e  t h a t  we’re  p e r c e i v e d  a s  do ing  t h a t .  I 
t h i n k  t h e  marke t  p e r c e i v e s  us a s  d e d i c a t e d  t o  lower ing  i n f l a t i o n ,  b u t  
it a l s o  s e e s  us a s  t r y i n g  t o  be r e a l i s t i c  abou t  t h e  s t a t e  and t h e  
needs  of t h e  r e a l  economy. I t  a l s o  s e e s  us a s  a b i t  f r u s t r a t e d  a s  f a r  
a s  our  i n a b i l i t y  s o  f a r  t o  make v i s i b l e  p r o g r e s s  on i n f l a t i o n .  S o ,  i n  
t h o s e  c o n t e x t s ,  I r e a l l y  q u e s t i o n  t h e  need f o r  an a g g r e s s i v e  s i g n a l  a t  
t h i s  p o i n t .  I would even sugges t  t h a t  an a g g r e s s i v e  s i g n a l  might
f r i g h t e n  t h e  marke t  i n  a way t h a t  would be c o u n t e r p r o d u c t i v e ,  if t h e y  
come t o  s e e  t h e  F e d e r a l  Reserve  a s  t e n d i n g  t o  o v e r - r e a c t  t o  i t s  
f r u s t r a t i o n  o f  n o t  g e t t i n g  f a s t e r  i n f l a t i o n  p r o g r e s s .  S o .  s i g n a l - w i s e  
a p e r c e p t i o n  o f  an i n c r e a s e d  l e v e l  of  a g g r e s s i v e n e s s  a t  t h i s  p o i n t  may 
be  ( a )  u n n e c e s s a r y ,  and ( b )  p o s s i b l y  a l i t t l e  c o u n t e r p r o d u c t i v e .  A s  
f a r  a s  t h e  a c t u a l  conduct  of  p o l i c y  g o e s .  I t h i n k  t h e  p r e s e n t  r anges  
g i v e  us p l e n t y  of room t o  p r o v i d e  more c o n s t r a i n t  if t h a t ’ s  what time 
shows t o  be  n e c e s s a r y  and s t i l l  p r o v i d e  us  some head-room i f  t r o u b l e  
a r i s e s  and we need t o  have some head-room. 

CHAIRMAN GREENSPAN. P r e s i d e n t  S t e r n .  

MR.  STERN. Mr. Chairman, I f a v o r  a l t e r n a t i v e  I11 e s s e n t i a l l y  
f o r  two r e a s o n s .  One has  been d i s c u s s e d  a t  some l e n g t h  and has  t o  do 
w i t h  c r e d i b i l i t y .  I ’ m  n o t  s u r e  t h a t  a 112 p o i n t  move i n  t h e  range 
g e t s  us a l o t  of a d d i t i o n a l  c r e d i b i l i t y .  I n  f a c t .  i n  t h i s  environment  
and g iven  o u r  s t a t e d  o b j e c t i v e s .  it might  be  k ind  o f  e x p e c t e d .  On t h e  
o t h e r  hand ,  a n y t h i n g  we can  do t o  enhance c r e d i b i l i t y  i s  impor t an t
because  t h e r e  a r e  c o s t s  i nvo lved  i n  b r i n g i n g  i n f l a t i o n  down: and t o  
t h e  e x t e n t  t h a t  we can g e t  c r e d i b i l i t y  working  f o r  u s  and c o n t a i n  
t h o s e  c o s t s ,  I t h i n k  t h a t ’ s  a n  advan tage .  My judgment i s  t h a t  a 
r e d u c t i o n  i n  t h e  range  a t  t h i s  p o i n t  would h e l p  us a t  l e a s t  a b i t  on 
t h a t  s c o r e .  The second r eason  I ’ m  i n  f a v o r  o f  l ower ing  t h e  r anges  a t  
t h i s  p o i n t  i s  c o n t i n u i t y .  T h i s  h a s  been commented on a s  w e l l .  The 
f a c t  i s  t h a t  M2 o v e r  t h e  p a s t  4+ y e a r s  h a s  grown a t  4 t o  4 - 1 f 2  p e r c e n t  
o r  s o .  I t  j u s t  seems t o  me t h a t  we s h o u l d n ’ t  compromise t h a t  kind of 
per formance .  I t h i n k  c o n t i n u i t y  i s  i m p o r t a n t  h e r e ,  and w e  ought  t o  
a c t  i n  t h a t  f a s h i o n .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Boehne 

MR.  BOEKNE. Well, l o n g - r a n g e  t a r g e t  s e t t i n g  i s  a mix of 
s u b s t a n c e  and symbolism. Given where we a r e  a s  t h e  o n l y  game i n  town 
and h o p e f u l l y  a t  t h e  bot tom o f  t h e  b u s i n e s s  c y c l e  w i t h  i n f l a t i o n  
coming down, I t h i n k  t h e  symbolism p a r t  i s  more impor t an t  t h a n  t h e  
s u b s t a n c e .  I t  i s  i m p o r t a n t  t h a t  we have c r e d i b i l i t y  on t h e  i n f l a t i o n  
s i d e  i n  terms o f  r educ ing  i t ,  b u t  I t h i n k  i t ’ s  a l s o  impor t an t  t o  have 
c r e d i b i l i t y  i n  t h e  s e n s e  t h a t  t h e  c e n t r a l  bank ought  t o  be viewed a s  
p ro  r e c o v e r y  and p r o  h e a l i n g  of  t h e  f i n a n c i a l  sys tem.  And I t h i n k  
keep ing  t h e  r anges  t h e  same i n  t h i s  c o n t e x t  i s  t h e  r i g h t  b a l a n c e .  I 
t h i n k  it g i v e s  us  t h e  o v e r a l l  k ind  of  c r e d i b i l i t y  t h a t  w e  need i n  
o r d e r  t o  be  a n  e f f e c t i v e  pol icymaker .  On t h e  more s u b s t a n t i v e  s i d e ,  
t h e  t e c h n i c a l  s i d e .  a l l  o f  t h e  o p t i o n s  t h a t  we’re t a l k i n g  abou t  have 
us i n  t h e  t o p  end of t h e  e x i s t i n g  r a n g e .  I t h i n k  we need t h a t  
m a n e u v e r a b i l i t y  and t h e  o p e r a t i n g  room, g i v e n  t h e  u n c e r t a i n t i e s  about  
what k ind  of r e c o v e r y  we’ re  going  t o  have .  We’ve t a l k e d  a l o t  about  
v e l o c i t y .  I t  may t u r n  o u t  t o  be t h e  way t h e  s t a f f  s a y s :  it may n o t  
t u r n  o u t  t o  be t h e  way t h e  s t a f f  s a y s .  So .  when I look  b o t h  a t  



I 
712-3191 - 4 1 - 


symbolism and s u b s t a n c e ,  I come o u t  f a i r l y  c l e a r l y  on t h e  s i d e  of  
keep ing  t h e  r anges  t h e  same. 

CHAIRMAN GREENSPAN. P r e s i d e n t  Guffey .  

MR. GUFFEY. I t h i n k  pe rhaps  e v e r y t h i n g  h a s  been s a i d  and 
t h e r e ’ s  n o t h i n g  more new, p a r t i c u l a r l y  w i t h  r e s p e c t  t o  my view t h a t  
your  p r o p o s a l  i s  t h e  c o r r e c t  one .  That  i s .  we’ve come t o  m i d - J u l y
when you w i l l  t e s t i f y  and t h e r e  a r e  s t i l l  s u c h  u n c e r t a i n t i e s  about  
t h i s  r e c o v e r y  t h a t  t o  s u g g e s t  t h a t  w e  can  s a y  t h e  r ecove ry  i s  w e l l  
underway and we can l o o k  forward  18 months ahead and s a y  we’ re  going  
t o  b r i n g  money growth down seems t o  me t o  be  t h e  wrong s i g n a l  t o  be  
g i v i n g  a t  t h i s  t ime.  That does n o t  s a y ,  however ,  t h a t  if I were h e r e  
i n  Februa ry  t h a t  I would n o t  be go ing  t o  t h e  2 t o  6 p e r c e n t  r ange ,  
because  I t h i n k  it i s  ove r  t h e  l o n g  run  t h e  a p p r o p r i a t e  way t o  g o - 
p r o v i d i n g  w e  do have t h e  r ecove ry  t h a t  h a s  been p r o j e c t e d  by t h e  s t a f f  
i n  t h e  Greenbook. 

CHAIRMAN GREENSPAN. P r e s i d e n t  McTeer. 

MR. MCTEER. For 1 9 9 1 .  I t h i n k  everyone  i s  i n  agreement t h a t  
w e  ought  t o  s t a y  w i t h  t h e  same r a n g e s .  For 1 9 9 2 ,  i t ’ s  a f a i r l y  c l o s e  
d e c i s i o n ,  b u t  t h e  emphasis  i s  t h a t  t h e  r a n g e s  a r e  t e n t a t i v e  f o r  1 9 9 2  
and w i l l  be  reviewed i n  seven  months.  I a g r e e  w i t h  Governor Angel1
t h a t  one c a n  make t h e  c a s e ,  based  on what w e  expec t  t o  happen between 
now and t h e n  and based on c o n d i t i o n s  t h a t  w e  expec t  t o  p r e v a i l  i n  
1 9 9 2 .  t h a t  our  t e n t a t i v e  judgment r i g h t  now i s  t h a t  it w i l l  be 
a p p r o p r i a t e  t o  reduce  t h o s e  r anges  by 1 1 2  o f  1 p e r c e n t .  c e n t e r i n g  on 4 
p e r c e n t .  I would recommend t h a t  we do t h a t  and e x p l a i n  it i n  a way 
t h a t  emphas izes  t h a t  s h o u l d  developments  n o t  occur  a s  we e x p e c t ,  it 
cou ld  a lways  be r e v e r s e d .  

CHAIRMAN GREENSPAN. Vice Chairman. 

V I C E  CHAIRMAN CORRIGAN. I would reaf f i rm t h e  ’ 9 1  ranges  and 
p u t  i n  a l t e r n a t i v e  I1 f o r  ’ 9 2 .  But I do t a k e  q u i t e  s e r i o u s l y  t h i s  
p o i n t  you made, Mr. Chairman, abou t  t h e  need t o  t a k e  a ha rd  look  a t  
t h o s e  ’ 9 2  r anges  i n  Februa ry .  I s a y  t h a t  b e c a u s e ,  assuming t h e r e  a r e  
no b i g  s u r p r i s e s  i n  t h e  economy o r  f i n a n c i a l  sys tem t h a t  would make me 
t a k e  away Mike P r e l l ’ s  go ld  s t a r  t h a t  I gave him y e s t e r d a y ,  w e  a r e  a t  
t h e  p o i n t  i n  t h e  c y c l e  where we have t o  t h i n k  a b o u t ,  o r  b e g i n  t o  t h i n k  
a b o u t ,  t h e  need t o  t i g h t e n  p o l i c y .  C e r t a i n l y ,  I ’ m  n o t  s a y i n g  t h a t ’ s  
needed r i g h t  now, b u t  w e  shou ld  s t a r t  t h i n k i n g  i n  t h o s e  t e r m s .  And i t  
seems t o  m e  t h a t  on t h i s  whole q u e s t i o n  o f  c r e d i b i l i t y ,  which probably  
g e t s  a l i t t l e  overblown,  t h e  r e a l  t e s t  o f  o u r  c r e d i b i l i t y  i s  going  t o  
be  w h e t h e r ,  i f  i t ’ s  needed ,  we w i l l  t i g h t e n  soon enough and 
s u f f i c i e n t l y  enough t o  p reven t  t h e  s e r i o u s  m i s t a k e s  i n  p o l i c y  t h a t  
were made i n  t h e  mid-1970s.  If  you look  a t  t h e  f o r e c a s t  and t a k e  it 
more o r  l e s s  a t  f a c e  v a l u e ,  i t  seems t o  m e  t h a t  t h a t  q u e s t i o n  could  
e a s i l y  be  on t h e  t a b l e  i n  spades  s i x  months from now o r  s o .  S ince  I 
s e e  t h a t  a s  a p o s s i b i l i t y ,  and s i n c e  I t h i n k  our  c r e d i b i l i t y  r e a l l y  
does  come down t o  what w e  do and n o t  what w e  s a y ,  I ’ d  r a t h e r  keep t h e  
r anges  where t h e y  a r e  j u s t  i n  c a s e  t h i n g s  do work t h a t  way. And t h e n  
a c u t  i n  t h e  r anges  i n  February  w i l l  be more t h a n  symbol ic  and t h e  
t i m i n g  might  be p r e c i s e l y  what w e  need .  So .  I ’ m  q u i t e  comfor tab le  
w i t h  r e a f f i r m i n g  t h e  r anges  i n  a l t e r n a t i v e  I1 b u t .  a s  I s a i d ,  I do 
t a k e  s e r i o u s l y  your  p o i n t  about  t h e  need t o  l o o k  a t  t h a t  c l o s e l y  i n  
F e b r u a r y .  Indeed ,  t h i n g s  could  t u r n  o u t  s u c h  t h a t  bo th  s u b s t a n t i v e l y  
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and symbolically a cut in the ranges then could be just what the 
doctor ordered when we need it most. 

CHAIRMAN GREENSPAN. President Melzer. 

MR. MELZER. In terms of the strategies laid out, I’d favor 
strategy 11, the tighter one, and flowing from that alternative I11 in 
terms of the ranges. We’re talking about a long-term approach to 
strategy here, and that underlines o u r  commitment to price stability.
which I think is the one thing we really can influence in the long 
run. The credibility point is the major argument in favor of it. It 
seems to me that we could get the most positive impact by making a 
move now. I agree with Jerry: Our actions are more important than 
the symbolism of this. But I think if we change it in February. it’s 
going to be because we’re perceived to be on the run: and I don’t know 
whether we buy a lot at that point in time. Some of the arguments
that I’ve heard I’m not particularly persuaded by--for example,
gradualism. We’ve been at this for four years and I think we ought to 
keep down that path. I agree with what you said. Mr. Chairman, and 
with what Lee said: There’s some distance to go here. And I think 
this is the time to try to consolidate some of the gains. In terms of 
this issue about a top end of 6 percent somehow constraining our 
ability to act if the economy is weaker than we expected--and this 
picks up on Jerry’s point--we’realready “acting” quite a bit now: we 
have projections in the Bluebook of M2 growth moving up to a 6 percent 
rate, which is 50 percent higher than what we’ve averaged over the 
last four years. So. we’re doing our part in trying to assure a 
recovery. In fact, I would agree with Jerry that what we have to be 
thinking about is: When do we take some of that rope back in? On the 
final point that I’ve heard some arguments that I don’t necessarily 
agree with, I’d add the financial fragility point. I don’t think the 
conduct of monetary policy. so long as we’re providing adequate
liquidity to the economy, is really the appropriate tool. I think we 
can look ourselves in the mirror and say that we’ve been doing our 
part on that score. I don’t disagree that there are problems out 
there. but I think there are other policy approaches that need to 
address those. If you step back and l o o k  at them. the problems that 
we’re having with the financial system are really the products o f  a 
monetary policy that sowed the seeds for inflation, and a lot of the 
problems are inherent now as inflation is coming down. 

CHAIRMAN GREENSPAN. Okay. We have to take two votes at this 
stage. One is on 1991. I inferred from the comments that there was a 
consensus for maintaining the 1991 ranges currently in place. 

MR. ANGELL. I move that. 

CHAIRMAN GREENSPAN. Is there a second? 

MR. BLACK. I’ll second that, Mr. Chairman. 

MR. KOHN. Mr. Chairman, could I interrupt just a second? In 
t 


~ 2 Bluebook we raised the issue of whether the Committee wished to 
delete the words “ a  resumption of sustainable growth” in the first 
sentence. We put that in when the economy was in recession. 

CHAIRMAN GREENSPAN. I think it’s appropriate to delete that. 
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MR. ANGELL. I would a g r e e .  

CHAIRMAN GREENSPAN. Does anyone o b j e c t  t o  t h e  d e l e t i o n  of 
t h a t  ph rase?  

MR. PARRY. Are w e  t a l k i n g  abou t  t h e  language  of t h e  
[ d i r e c t i v e ]  now? 

MR. KOHN. Yes,  t h e  l o n g - r u n  p a r t  o f  t h e  d i r e c t i v e .  

CHAIRMAN GREENSPAN. Page 2 6 .  

MR. PARRY. I was wondering what c o n t r i b u t i o n  t h i s  p h r a s e  
" c o n t r i b u t e  t o  an improved p a t t e r n  o f  i n t e r n a t i o n a l  t r a n s a c t i o n s "  
made. That seems t o  me a b i t  o f  f l u f f  maybe. I t h i n k  we t o o k  some of 
t h a t  o u t  of  t h e  s h o r t e r - t e r m  language  i n  t h e  o p e r a t i o n a l  pa rag raph .  
I t  seems t o  me t h a t  we could  e x c i s e  t h a t  a s  w e l l .  The recommendation 
t h a t  Don made was t o  t a k e  o u t  "a  resumpt ion  o f "  and I s u g g e s t  t h a t  we 
t a k e  o u t  what f o l l o w s - - t h a t  i s ,  "and c o n t r i b u t e  t o  an improved p a t t e r n
o f  i n t e r n a t i o n a l  t r a n s a c t i o n s " - - b e c a u s e  I d o n ' t  know what it means. 
I t  seems t o  me t h a t  it would be b e t t e r  if we s a i d  " w i l l  f o s t e r  p r i c e  
s t a b i l i t y  and promote s u s t a i n a b l e  growth i n  o u t p u t . "  

CHAIRMAN GREENSPAN. You know what it means b u t  you c a n ' t  
p r o v i d e  i t! [Laughter ]  

MR. TRUMAN. Th i s  p h r a s e .  if my memory i s  c o r r e c t .  h a s  been 
i n  t h e  d i r e c t i v e  s i n c e  about  t h e  middle  of t h e  1 9 7 0 s .  And it was - -

MR. PARRY. T h a t ' s  even  more r eason!  

M R .  TRUMAN. Well, I ' m  n o t  s o  s u r e  about  t h a t .  There have 
been s e v e r a l  rounds i n  which we t r i e d  e i t h e r  t o  d e f i n e  it o r  t o  r e f i n e  
it t o  a g r e a t e r  d e g r e e .  My memory o f  l i s t e n i n g  t o  t h e  Committee on 
t h i s  p o i n t  i s  t h a t  t h e y  always ended up s a y i n g  i t ' s  a way of 
s u g g e s t i n g  t h a t  i n t e r n a t i o n a l  d imens ions  of  p o l i c y  a r e  n o t  comple t e ly
i r r e l e v a n t  t o  t h e  Commit tee 's  d e l i b e r a t i o n s .  If you want t o  l o o k  f o r  
s u b s t a n c e ,  t h a t ' s  what i t  i s .  

CHAIRMAN GREENSPAN. Bob, would you r e p h r a s e  your  r e v i s i o n ?  

MR. PARRY. Yes. "The F e d e r a l  Open Market Committee s e e k s  
monetary and f i n a n c i a l  c o n d i t i o n s  t h a t  w i l l  f o s t e r  p r i c e  s t a b i l i t y  and 
promote s u s t a i n a b l e  growth i n  o u t p u t  . "  

CHAIRMAN GREENSPAN. I t  s t r i k e s  me a s  eminen t ly  s e n s i b l e  a t  
t h i s  p a r t i c u l a r  t i m e  because  I had t h e  same problem when I r e r e a d  i t .  
Does anybody have any o b j e c t i o n s ?  

MR. ANGELL. I a g r e e .  

CHAIRMAN GREENSPAN. Okay, l e t ' s  assume t h a t  t h e  b r a c k e t e d  
p h r a s e  "a resumpt ion  o f "  g e t s  d e l e t e d  and t h a t  t h e  s e n t e n c e  ends  w i t h  
a p e r i o d  a f t e r  t h e  word " o u t p u t . "  Would t h e  S e c r e t a r y  c a l l  t h e  r o l l ?  

MR. BERNARD. T h i s  i s  f o r  r e a f f i r m i n g  t h e  ' 9 1  r anges  w i t h  t h e  
new wording i n  t h e  l e a d o f f  pa rag raph :  
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CHAIRMAN GREENSPAN. For 1992. as I recorded the consensus, 

it comes out as alternative 11. I infer that that referred not only

to M2 but in general to M3 and the debt aggregate. Would somebody

like to move that? 


SPEAKER(?). 1'11 move it. 


CHAIRMAN GREENSPAN. Is there a second? 


SPEAKER(?). Second. 


MR. BERNARD. It would read: "For 1992 the Committee agreed 
on tentative ranges for monetary growth, measured from the fourth 
quarter of 1991 to the fourth quarter of 1992. of 2-1/2 to 6-1/2 
percent for M2 and 1 to 5 percent for M3. The Committee provisionally 
set the associated monitoring range for growth of total domestic 
nonfinancial debt at 4-1/2 to 8-1/2 percent. With regard to M3, the 
Committee anticipated that the ongoing restructuring of thrift 
depository institutions would continue to depress the growth of this 
.aggregate relative to spending and total credit. The behavior of the 

monetary aggregates will continue to be evaluated in the light of 

progress toward price level stability, movements in their velocities,

and developments in the economy and financial markets." 


CHAIRMAN GREENSPAN. Call the roll. 


MR. BERNARD. 

Chairman Greenspan

Vice Chairman Corrigan

Governor Angell

President Black 

President Forrestal 

President Keehn 

Governor Kelley

Governor LaWare 

Governor Mullins 

President Parry 


CHAIRMAN GREENSPAN. Okay.

policy and I'll call on Don Kohn. 


Yes 

Yes 

No 

No 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 


We now move to current monetary 


MR. KOHN. Thank you. Mr. Chairman. I will be much briefer 
this time. [Statement--seeAppendix.] 

CHAIRMAN GREENSPAN. Questions for Don? 




712-3191 -45 


MR. ANGELL. Don. if we look to the period ahead and. as Vice 
Chairman Corrigan indicated. we find it necessary to engage in a 
tightening, are there any explorations underway that will enable us to 
administer the open market window in such a way that we would not have 
every 114 point seen as an announcement arrangement? It just seems to 
me that it has always been very helpful when we had some reserve 
targeting arrangement that did not give an announcement effect to the 
fed funds rate. What can you tell me in regard to explorations of 
ways to administer the window which would enable restraint to take 
place and would cause interest rates to be seen as rising by market 
pressures rather than as an announcement of the Fed? 

MR. KOHN. As you know, Governor Angell. we explored such 

possibilities a little while ago. partly at your urging. I think 

there is nothing actively underway now. If the Committee wished,

obviously, we could do something. I think the key question the 

Committee would need to ask is whether you're going to have reserve 

targeting and have it tied in some way to M2: this would be a stretch. 

given the pattern of reserves. as Harvey Rosenblum pointed out [to me]

yesterday, but you could do it. We played in the past with "shadow" 

reserve targets but not tied to M2. The premise there would be that 

movements in M2 would provoke some reaction. The Committee would have 

to have enough confidence in its reading of M2 that it would want 

money markets to be moved around by deviations of M2 of some size--the 

Committee could decide [what those should be]--from its projection.

The underlying confidence needed is in the relationship of money to 

the outcome. 


MR. ANGELL. Well, would having the discount rate above the 

fed funds rate and having some other supporting overnight arrangement

below that tend to give an atmosphere in which you could do this 

without having the fed funds rate run too far? 


MR. KOHN. Well, I think your plan would limit the movements 
in the funds rate, depending on where the penalty discount rate was in 
terms of a ceiling and where something else was in terms of the floor. 
But if you wanted a substantial band in there. then you would have to 
tolerate increased federal funds volatility within that band; that 
would go along with this. So,  it would help in some sense. I don't 
think it would negate the need to make the fundamental decision about 
whether you wanted to tie federal funds rate movements even within a 
band to relatively short-run movements in M2. Now, if the Committee 
so desires. we can certainly work to see how we could do something
along the lines of tying reserves to the funds rate and M2. But I 
think there are some decisions that need to be made by the Committee 
if we're going to go ahead with it. 

MR. ANGELL. Mr. Chairman, the reason I ask this question is 
that this will be the first time that we might be in a tightening 
arrangement in which the market will misread every 25 basis points in 
the fed funds rate as having an announcement effect. And I think 
that's a frightening disadvantage for u s .  

CHAIRMAN GREENSPAN. I agree with that. If we can find a way 

to avoid that in time. I think it would help policy. 


MR. BLACK. I would strongly support that suggestion. I've 

been urging my colleagues in Richmond to do just that, but they have 
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been r e s i s t i n g  because  t h e y  d o n ’ t  r e a l l y  t h i n k  it can  be  done .  And it 
i s  d i f f i c u l t ,  u n l e s s  w e ’ r e  s a y i n g  t h a t  t h e  r e s e r v e a b l e  p a r t  of M2 i s  
going  t o  grow a t  t h e  same r a t e  a s  t h e  n o n r e s e r v e a b l e  p a r t .  If we paid 
i n t e r e s t  on r e s e r v e  b a l a n c e s ,  i t  would make t h a t  more l i k e l y .  But 
hav ing  t o  r e a c h  up i n  t h e  a i r  and p i c k  some f e d e r a l  funds r a t e  t h a t ’ s  
going t o  g i v e  some p r e d i c t a b l e  r a t e  of growth i n  t h e  money supp ly  i s  
j u s t  a c r a p  s h o o t  a t  b e s t .  I ’ d  r e a l l y  l i k e  t o  move toward some k ind  
o f  r e s e r v e  t a r g e t i n g  i f  it can  be done .  But it might  n e c e s s i t a t e  a 
comple te  change i n  t h e  r e s e r v e  requi rement  regime t o  do it 
s u c c e s s f u l l y .  

CHAIRMAN GREENSPAN. Why d o n ’ t  you g i v e  it some t h o u g h t .  Don? 
Well .  we’ve been t h i n k i n g  about  t h i s  c o n t i n u o u s l y  now f o r  q u i t e  a 
w h i l e .  The q u e s t i o n  i s :  Are we a t  a p o i n t  where t h e r e ’ s  any payoff
i n  commit t ing  Committee r e s o u r c e s  t o  s t a r t  t o  be  somewhat more 
d e t a i l e d ?  I t ’ s  more a q u e s t i o n  and n o t  s o  much a n  i s s u e  of whether  w e  
should  do it because .  o b v i o u s l y ,  i f  i t  l o o k s  a s  though i t ’ s  go ing  t o  
work, i t ’ s  someth ing  v e r y  v a l u a b l e  f o r  u s  t o  h a v e .  The q u e s t i o n  i s  
more an o p e r a t i o n a l  i s s u e  a s  t o  whether  o r  n o t  enough i s  o u t  t h e r e  t o  
s u g g e s t  t h a t  t h e  commitment o f  r e s e a r c h  r e s o u r c e s  w i l l  come up wi th  
someth ing  o t h e r  t h a n  “on t h e  one hand and on t h e  o t h e r  hand .“  
[Laughter ]  

MR. KOHN. We w i l l  commit t o  b r i n g i n g  a memo t o  t h e  FOMC by
August .  a t  l e a s t  o u t l i n i n g  t h e  i s s u e s  and t h e  s o r t s  of d e c i s i o n s  t h a t  
we t h i n k  w i l l  need t o  be made. I would i n v i t e  t h e  r e s e a r c h  d i r e c t o r s  
around t h e  edge of t h e  room t o  supp ly  me o r  my c o l l e a g u e s  w i t h  any of 
t h e  work t h a t  you have a l r e a d y  done on t h i s ,  p l e a s e .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Boehne. 

MR. BOEHNE. Don, what would be your  i n t e r p r e t a t i o n  of t h e  
meaning o f  M2 i f  it con t inued  i n t o  Ju ly -Augus t  a t  t h e  subdued r a t e  of 
growth t h a t  we’ve seen  i n  t h e  l a s t  months? 

MR. KOHN.  I d o n ’ t  know; it would worry m e .  And I would have 
t o  be h o n e s t  w i t h  t h e  Committee and s a y  t h a t  t h e  numbers handed t o  m e  
t h i s  morning s u g g e s t e d  weaker M2 t h a n  we b u i l t  i n t o  t h e  Bluebook f o r  
t h e  l a t t e r  p a r t  of  June  i n  t e rms  of  p r e l i m i n a r y  d a t a .  Th i s  wouldn’ t  
n e c e s s a r i l y  a f f e c t  t h e  J u l y  growth r a t e .  b u t  we’d p robab ly  be  marking
June M2 down by c l o s e  t o  a p e r c e n t a g e  p o i n t  r e l a t i v e  t o  t h e  Bluebook, 
based  on t h e  d a t a  f o r  t h e  l a s t  two weeks. A s  I t r i e d  t o  s a y  i n  t h e  
b r i e f i n g ,  one  way o f  approaching  it i s  t o  s a y :  Well. e v e r y t h i n g  i s  
going  f i n e ;  t h e  economy i s  r e c o v e r i n g :  a l l  t h e  incoming d a t a  on t h e  
b u s i n e s s  c y c l e  e t c . ,  seem v e r y  c o n s i s t e n t ,  and we assume t h e y  w i l l  
c o n t i n u e  t h a t  way ove r  the  n e x t  few months,  c o n s i s t e n t  w i th  t h e  
o u t l o o k  of t h e  s t a f f  o r  of t h e  Committee f o r  a r e c o v e r i n g  second h a l f  
of t h e  y e a r .  I might  a l s o  s a y  t h a t  someth ing  odd i s  going on wi th  
p e o p l e s ’  p o r t f o l i o s ,  s o  j u s t  i g n o r e  i t ;  i t ’ s  a demand s h i f t  
[ u n i n t e l l i g i b l e ]  m i s s i n g  money [ u n i n t e l l i g i b l e ] .  I guess  I would have 
t r o u b l e  i f  it p e r s i s t e d ,  p a r t i c u l a r l y  t h r o u g h  Augus t ,  and growth was 
edging  down toward t h e  lower p a r t  of t h e  r ange .  I would have t r o u b l e  
making a judgment t o  d i s m i s s  i t  o u t  of hand.  If peop le  a r e  moving o u t  
of M2,  t h e y ’ r e  f i n d i n g  o t h e r  a s s e t s  more a t t r a c t i v e .  I n  t h e  p a s t  when 
t h e  Committee h a s  eased  o r  t i g h t e n e d .  f o r  example.  t h e  f i r s t  e f f e c t  on 
M2 i s  j u s t  a p o r t f o l i o  s h i f t .  You r a i s e  o r  lower  t h e  r a t e s  on o t h e r  
k i n d s  o f  i n s t r u m e n t s :  peop le  s h i f t  t h e i r  M2 p o r t f o l i o s  and l a t e r  
change t h e i r  s p e n d i n g .  If we’ re  s e e i n g  a s i t u a t i o n  i n  which i n t e r e s t  
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r a t e s  i n  bond m a r k e t s ,  f o r  example,  a r e  s o  h i g h  t h a t  t h e y ’ r e
a t t r a c t i n g  a f l o o d  o f  s a v i n g s .  it may be t h a t  t h o s e  i n t e r e s t  r a t e s  a r e  
s o  h i g h  t h a t  t h e y ’ r e  n o t  go ing  t o  s u p p o r t  t h e  k ind  o f  expans ion  [we 
e n v i s i o n ] .  If we’re  s e e i n g  a s i t u a t i o n  i n  which d e p o s i t o r i e s  s imply
d o n ’ t  want t h e  r e t a i l  d e p o s i t s  o r  d e p o s i t o r s  a r e  s t i l l  s o  s c a r e d  and 
u n c e r t a i n  abou t  what i s  happening a t  d e p o s i t o r i e s  t h a t  t h e y  d o n ’ t  want 
t o  g i v e  [ funds ]  t o  them. t h e  r e - c h a n n e l i n g  o f  t h a t  c r e d i t  may n o t  be 
e n t i r e l y  e f f o r t l e s s .  S o .  I would h e s i t a t e  t o  s a y  t h a t  i f  i t  con t inued  
weak l i k e  t h i s ,  I would d e f i n i t e l y  e a s e  p o l i c y .  But it would 
c e r t a i n l y  make me t h i n k  ha rd  about  where we were go ing  t h r e e ,  s i x  
months from now and whether  we r e a l l y  d i d  have a s a t i s f a c t o r y  p o l i c y
i n  p l a c e .  I t  would be an e x t r a o r d i n a r y  m i s s  i n  t h e  p r e d i c t i v e  power
of  M2. which i s n ’ t  v e r y  g r e a t .  T h e r e ’ s  a wide band around our  
e x p e c t a t i o n s  b u t  it seems t o  me t h a t  when you g e t  t o  one o r  a n o t h e r  
edge o f  t h e  band y o u ’ r e  probably  g e t t i n g  a s i g n a l  t h a t  you s h o u l d n ’ t  
i g n o r e  it u n l e s s  it i s  overwhelmed by o t h e r  s i g n a l s .  I t  would weigh 
on t h a t  s i d e  i n  my mind. 

CHAIRMAN GREENSPAN. Other  q u e s t i o n s  f o r  Don? 

MR. MELZER. Where i s  t h a t  weakness i n  M2? I s  i t  a c r o s s  t h e  
boa rd  o r  i n  t h e  non-M1 components? 

MR. KOHN. I t ’ s  i n  t h e  non-M1 components.  I s t a r t e d  t a l k i n g
about  t h e  r e v i s i o n s  t h a t  I j u s t  go t  handed m e  t h i s  morning. 

CHAIRMAN GREENSPAN. Is t h a t  more t h a n  y e s t e r d a y ?  

MR. KOHN. S l i g h t l y .  I t h i n k .  I c a n ’ t  remember e x a c t l y  what 
it looked  l i k e  y e s t e r d a y .  But i t ’ s  widesp read .  Small  t ime  d e p o s i t s .
which had been c o n s i s t e n t l y  weakening,  have con t inued  t o  weaken: t h e r e  
a r e  b i g  minuses  t h e r e .  But t h e  i n t e r e s t i n g  t h i n g  i n  t h i s  i s  t h a t  t h e  
MMDAs have weakened a s  w e l l .  

MR. MELZER. Is M 1  s t i l l  growing? 

MR. KOHN. Yes,  i n  f a c t  M 1 ,  i f  a n y t h i n g ,  was r e v i s e d  s l i g h t l y
upward. 

MR. MELZER. Wouldn’t  t h a t  g i v e  you some comfor t  i n  
c o n n e c t i o n  w i t h  your  r e sponse  t h a t - -

MR. KOHN. Yes,  p a r t i c u l a r l y  s i n c e  t h e  s t r e n g t h  i s  i n  o t h e r  
checkab le  d e p o s i t s .  We w i l l  be p u b l i s h i n g  a d rop  i n  M I  on F r i d a y .  b u t  
t h e  p r e l i m i n a r y  d a t a  f o r  t h e  l a t e s t  week s u g g e s t  t h a t  t h a t  comes back ,  
w i t h  a $ 2  b i l l i o n  i n c r e a s e  on J u l y  1 .  

MR. BLACK. Don, i s  t h e r e  a n y t h i n g  t h a t  s u g g e s t s - - o t h e r  t h a n  
what your  m a t e r i a l  c o n t a i n s - - t h a t  t h e  s m a l l  t i m e  and s a v i n g s  d e p o s i t s
might  be  moving i n t o  bond and s t o c k  f u n d s ?  

MR. KOHN. We have a c t u a l  d a t a  on t h e  bond and s t o c k  funds  
t h r o u g h  May, which show v e r y  l a r g e  i n c r e a s e s .  We’ve t a l k e d  t o  t h e  
managers o f  t h o s e  funds  and t h e y  s a y  t h a t  i t ’ s  n o t  less  f o r  t h e  s t o c k  
b u t  more f o r  t h e  bond funds  and t h a t  t h o s e  i n f l o w s  have p e r s i s t e d  i n  
June .  S o ,  I t h i n k  t h e r e  i s  some of  t h a t  t h e r e .  
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MR. BLACK. Would I be  j u s t i f i e d  i n  b e i n g  less  concerned 
about  t h e  weakness i n  June  because  of where t h i s  money has  gone? 

MR.  KOHN.  Well .  I d o n ’ t  know. I t h i n k  t h a t ’ s  an a n a l y t i c a l
i s s u e .  Whenever M 2  i s  weak, it can  b e  weak f o r  one of t w o  r e a s o n s :  
Income i s  weak o r  peop le  a r e  r e a l l o c a t i n g  t h e i r  p o r t f o l i o .  I do t h i n k  
i t ’ s  n o t  g i v i n g  us  a s i g n a l  t h a t  t h e  economy was somehow c o l l a p s i n g  i n  
June .  O f  t h a t  I ’ m  q u i t e  c o n f i d e n t .  But a s  t o  whether  t h e  p o r t f o l i o
r e a l l o c a t i o n s  c a n  b e  e n t i r e l y  i g n o r e d ,  I ’ m  l e s s  c o n f i d e n t .  

MR. BLACK. I come o u t ,  I t h i n k ,  abou t  where you do .  I t  
g i v e s  me some comfort  knowing where t h e y ’ v e  gone:  o t h e r w i s e  I ’ d  be 
concerned t h a t  M2 h a s  been t o o  weak. 

CHAIRMAN GREENSPAN. Any o t h e r  q u e s t i o n s  f o r  Don? Why d o n ’ t  
I s t a r t ,  t h e n ,  on t h e  d i s c u s s i o n .  I t ’ s  r e a l l y  i n t e r e s t i n g  i n  a s e n s e  
t h a t  we a r e  g e t t i n g  s o  many p o s i t i v e  s i g n s  t h a t  t h e  economy i s  
s t r e n g t h e n i n g .  We’re p i c k i n g  i t  up p r e t t y  much a c r o s s  t h e  boa rd .  I n  
f a c t ,  w i t h  t h e  e x c e p t i o n  o f  a somewhat d i s a p p o i n t i n g  new-home s a l e s  
f i g u r e  t h a t  came o u t  t h i s  morning. I d o n ’ t  r e c a l l  a f i g u r e  t h a t  was 
under  e x p e c t a t i o n s  i n  t h e  l a s t  t h r e e  o r  f o u r  weeks,  which i s  r e a l l y  an 
e x t r a o r d i n a r y  r u n  on s p e c i f i c  d a t a .  Very s p e c i f i c a l l y .  I t h i n k  t h e  
p r o g r e s s  t h a t  w e  had been d i s c u s s i n g  a t  t h e  l a s t  mee t ing  r e l a t i v e  t o  
how we  f o r e s a w  i n v e n t o r y  l i q u i d a t i o n  moving i n t o  i n c r e a s e d  o r d e r s  and 
e v e n t u a l l y  i n c r e a s e d  p r o d u c t i o n  i s  p r e t t y  much on s c h e d u l e  and.  if 
a n y t h i n g ,  i s  ahead  of  s c h e d u l e .  The o r d e r  p a t t e r n s  a r e  weak i n  
i n c r e a s i n g l y  fewer a r e a s .  There i s  s t i l l  e v i d e n c e  t h a t  i n  J u n e ,  even 
though i t  l o o k s  a s  though i n d u s t r i a l  p r o d u c t i o n  i s  c l e a r l y  up f o r  
J u n e ,  i n v e n t o r y  l i q u i d a t i o n  was s t i l l  going  on .  And when you look  a t  
a l l  of t h e  o t h e r  e l emen t s  of f i n a l  demand. t h e r e ’ s  n o t  much t o  s e e :  
i t ’ s  n o t  t e r r i f i c ,  b u t  i t ’ s  c l e a r l y  n o t  c a v i n g .  The c r u c i a l  i s s u e  
t h a t  conce rned  me--namely ,  t h e  problem of c a p i t a l  goods weakness - 
seems t o  be  f a d i n g .  The o r d e r  p a t t e r n s  a r e  somewhat b e t t e r .  There  
seems t o  be  a t  l e a s t  now a mixed p a t t e r n  i n  n o n r e s i d e n t i a l  b u i l d i n g  
c o n t r a c t  awards and p e r m i t s .  whereas b e f o r e  i t  was a f r e e  f a l l .  

S o .  a l l  o f  t h e  d a t a  a r e  coming t o g e t h e r ,  w i t h  t h e  e x c e p t i o n
o f  t h e  f i n a n c i a l  b a l a n c e  s h e e t  s t r u c t u r e .  The weekly d a t a  t h a t  we’ re  
t u r n i n g  o u t  on bank l o a n s  look  a w f u l .  They s u g g e s t  t h a t  i n v e n t o r y  
l i q u i d a t i o n  i s  b e i n g  f i n a n c e d  out  of  d e c l i n i n g  bank l o a n s .  Bank 
c r e d i t .  a s  Don has  s a i d ,  i s  p r e t t y  s l u g g i s h :  w e  a r e  g e t t i n g  a modest 
i n c r e a s e  i n  r e s i d e n t i a l  r e a l  e s t a t e  l o a n s  and a presumed con t inued  
d e c l i n e  i n  commercial  mor tgages .  S ince  t h e  i n d i v i d u a l s  who a r e  
p u t t i n g  t he  o r d e r s  i n  and o b t a i n i n g  t h e  p r o d u c t i o n  m a t e r i a l s  a r e  t h e  
same o r  a t  l e a s t  i n  proxy f o r m  a r e  t h o s e  who a r e  making t h e  f i n a n c i a l  
d e c i s i o n s .  i t ’ s  obvious  t h a t  pu rchases  of m a t e r i a l s  a r e  g e t t i n g
f i n a n c e d .  S o ,  t h e  q u e s t i o n  w e  have t o  a s k  o u r s e l v e s  i s :  Why i s  it 
t h a t  t h e  f l o w - o f - f u n d s  o r  t h e  b a l a n c e  s h e e t  s t r u c t u r e  d o n ’ t  seem t o  
r e f l e c t  t h e  f i n a n c i n g  i n  p h y s i c a l  volume? There  a r e  a number of  
p o t e n t i a l  answers  t o  t h i s .  The f i r s t  i s  t h a t  i t ’ s  c l e a r  t h a t  t h i s  i s  
not  a f o r e c a s t .  T h i s  i s  a c t u a l l y  what happened:  it i s  merely l o o k i n g  
a t  t h e  r e c e n t  p a s t .  Orde r s  a r e  moving up. p r o d u c t i o n  i s  moving up.
and s a l e s  a r e  moving u p ,  and t h e  b a l a n c e  s h e e t s  show n o t h i n g .  S o ,  
whatever  i s  happen ing .  e x  p o s t  i t  i s  be ing  f i n a n c e d .  I ’ v e  been 
meaning t o  l o o k  a t  one t h i n g  and h a v e n ’ t  had a chance  t o  look  a t  it 
c l o s e l y :  I have a s u s p i c i o n  t h a t  p a r t  of  t h e  answer i s  t h a t  an 
i n c r e a s i n g  p a r t  o f  t h e  nominal GNP r e f l e c t s  n o n - a s s e t  accumula t ion  
c a t e g o r i e s .  E l e c t r i c  power p u r c h a s e s ,  f o r  example ,  i n  t h e  GNP have no 
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balance-sheet effect. Purchases of residential structures do: 
inventories do and involve varying degrees as you go up and down the 
detail of the GNP. even though you can get a very big chunk of 
services with no balance sheet effect. And that clearly has an impact 
on how the system is financed. I suspect that is the case. I also 
suspect that the grossing effect in the flow-of-fundshas probably 
come down, meaning the type of big grossing that we used to see in the 
state and local government sector, which borrowed to reinvest, o r  the 
very big element of borrowing on existing homes. 

One of the interesting charts that Mike had yesterday was the 
one that showed net equities as a percent of GNP and net borrowings as 
a percent of GNP. In the last several quarters they were tending to 
converge, implying. if you just put them together, that the total-
funds-raised ratio to GNP wasn’t all that much out of line. But there 
is no question at this stage that we are getting a credit deflation. 
That is, not only are the monetary aggregates growing more slowly but 
all of the intermediary expansion is softening. And part of this is 
clearly offset by significant increases in direct borrowing in the 
bond markets and increased equity issuance. So, that curve that we 
used to look at about the proportion of financial intermediation on 
the one hand and commercial bank intermediation on the other as a 
percent of the GNP has been going down for quite a long time and still 
seems to be doing that. And it may well be that what we’ve got here 
is sort of a secular shift out of intermediating institutions: part of 
that may be that people are just scared of banks and thrifts and are 
trying to keep their money out. It doesn’t require very much change 
to affect the net change figures and to give us peculiarities. which 
may well explain the money supply problem that Don is raising. I 
don’t know what to make of it. I would say that the bottom line 
suggests to me that it’s not a policy question at the moment. 

Things seem to be pretty much on track and I don’t think 
there’s any real alternative to alternative B. There are [areas of 
uncertainty] that are more likely to affect Federal Reserve action 
later rather than [sooner]. And I think we have problems in both 
directions. Jerry raises the concern, which I think may well be the 
more appropriate concern. that problems are going to be coming at us 
in the direction that will require us to tighten, not ease. But there 
is the possibility that we may be looking at a financial system that 
is disintermediating and we’re going to have to make a decision as to 
whether or not that has any significance for the economic output or 
the economy. But at the moment it doesn’t strike me as an immediate 
issue that confronts u s :  I suspect it’s one that may emerge sometime 
later in the year. So,  for now I would recommend no change,
alternative B. Bob Forrestal. 

MR. FORRESTAL. I would agree completely, Mr. Chairman,

alternative B. I assume you’re talking about a symmetric directive? 


CHAIRMAN GREENSPAN. Yes. I didn’t say but obviously I- 


VICE CHAIRMAN CORRIGAN. That’s really symmetric when you

don’t even have to say it! 


CHAIRMAN GREENSPAN. President Parry. 
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MR. PARRY. Mr. Chairman, I would a g r e e  w i t h  your
recommendation o f  a l t e r n a t i v e  B - - t h a t  w e  s t a y  w i t h  e x i s t i n g  p o l i c y .
However, based  on t h e  performance o f  t h e  economy i n  t h e  e a r l y  s t a g e s  
of p a s t  r e c o v e r i e s ,  I r e a l l y  wouldn’t  be v e r y  s u r p r i s e d  t o  s e e  new 
i n f o r m a t i o n  coming i n  t h a t  w i l l  i n d i c a t e  t h a t  pe rhaps  t h e  r e c o v e r y  i s  
a b i t  more r o b u s t  t h a n  we’ re  c u r r e n t l y  a n t i c i p a t i n g .  I f  t h a t  were t h e  
c a s e ,  t h e n  I t h i n k  promptly r e a c t i n g  t o  such i n f o r m a t i o n  p robab ly  
would have b e n e f i c i a l  e f f e c t s  on l o n g - t e r m  f i n a n c i a l  marke t s  and .  
moreover ,  p r o b a b l y  cou ld  avo id  t h e  need f o r  a more v i g o r o u s  p o l i c y
a c t i o n  i n  t h e  f u t u r e .  T h e r e f o r e ,  I would p r e f e r  an a symmet r i ca l  
p o l i c y  d i r e c t i v e  t o  r e f l e c t  t h e  p o s s i b l e  need t o  t i g h t e n  o v e r  t h e  
i n t e r m e e t i n g  p e r i o d .  

CHAIRMAN GREENSPAN. Governor LaWare. 

MR. LAWARE. I s u p p o r t  t h e  p r o p o s a l  of “ B ”  symmetr ic .  

CHAIRMAN GREENSPAN. Governor A n g e l l .  

MR. ANGELL. I s u p p o r t  “ B ”  symmetr ic ,  a l t h o u g h  I unde r s t and  
what P r e s i d e n t  P a r r y  i s  concerned a b o u t .  And I would emphasize t h a t  I 
t h i n k  i t ’ s  v e r y ,  v e r y  impor t an t  t h a t  we n o t  be  seen  a t  all t o  be 
g e t t i n g  beh ind  t h e  c u r v e .  That  i s ,  i f  t h e  marke t  b e l i e v e s  we’ re  
f a l l i n g  beh ind  t h e  c u r v e  i n  t h a t  k ind  o f  c i r c u m s t a n c e .  it would be 
v e r y ,  v e r y  u n f o r t u n a t e :  I t h i n k  t h e  l o n g - t e r m  bond r a t e s  would show 
t h a t  and when w e  t i g h t e n  I t h i n k  l o n g - t e r m  i n t e r e s t  r a t e s  would go i n  
t h e  wrong d i r e c t i o n .  But t h e r e  i s n ’ t  a n y t h i n g  r i g h t  now t h a t  s u g g e s t s
t h a t  t h a t  needs  t o  be  done. I t  seems t o  me t h a t  t h e  money growth
ought  t o  be  d i s c o u n t e d :  t h a t  i s .  we  ought  n o t  t o  be t h i n k i n g  we’ re  a s  
t i g h t  a s  maybe we t h i n k  we a r e  l o o k i n g  a t  money growth.  But l o o k i n g  
a t  commodity p r i c e s  and o t h e r  t h i n g s ,  I d o n ’ t  t h i n k  t h e r e ’ s  any need 
t o  t i g h t e n  a t  t h i s  p o i n t .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Melzer .  

Mr. MELZER. I f a v o r  “ B ”  symmetr ic .  I ’ m  j u s t  r e f l e c t i n g  on 
something you s a i d ,  A lan ,  and on Don’s comments b e f o r e .  I ’ m  wondering
whether  we ought  t o  be wor r i ed  about  weak M2 growth i n  t h e  o t h e r  
d i r e c t i o n .  I n  o t h e r  words ,  i t  may a c t u a l l y  g i v e  us a f a l s e  s e n s e  o f  
comfort  t h a t  w e  have  a r e s t r i c t i v e  p o l i c y  i n  p l a c e .  I had o u r  peop le  
look  a t  what r e s e r v e s  a r e  do ing  e v e r y  two weeks when t h e y ’ r e  r e l e a s e d .  
And if you j u s t  l o o k  back ove r  t h e  l a s t  y e a r ,  t o t a l  r e s e r v e s - - t h i s  
i s n ’ t  t h e  S t .  L o u i s  number t h i s  i s  t h e  Board number--have grown 5 . 2  
p e r c e n t  o v e r  t h e  l a s t  y e a r :  s i n c e  t h e  end of  t h e  y e a r  t h e y ’ v e  grown 
7 . 1  p e r c e n t :  s i n c e  t h e  end of t h e  f i r s t  q u a r t e r  t h e y ’ v e  grown 8 - 1 / 2  
p e r c e n t .  But o v e r  t h e  l a s t  two months,  i t ’ s  1 6 . 4  p e r c e n t .  S o ,  i f  you
look  a t  t h a t .  i t ’ s  h a r d  t o  a rgue  t h a t  monetary p o l i c y  i s  n o t  p r o v i d i n g
adequa te  l i q u i d i t y  t o  t h e  economy. We’ve t a l k e d  abou t  i t  b e f o r e  i n  
t e rms  of t h e  problem w i t h  t h e  o p e r a t i n g  reg ime,  b u t  i f  market  r a t e s  
s t a r t  t o  move up w i t h  a s t r e n g t h e n i n g  economy and w e  peg t h e  funds  
r a t e  t o o  low.  t h i s  i s  t h e  r e s u l t .  I guess  I ’ m  a l i t t l e  w o r r i e d .  j u s t
l i s t e n i n g  t o  t h e  comments t h a t  we have p o r t f o l i o  s h i f t s  i n  M2 b u t  t h a t  
t h e  M 1  component of M2 i s  growing v e r y  h e a l t h i l y ,  t h a t  we may be  
mis l ed  by a weak M2 number. I would n o t  a d v o c a t e  any t i g h t e n i n g  now: 
I wou ldn’ t  even  a d v o c a t e  a n  asymmetr ica l  d i r e c t i v e .  But I t h i n k  w e  
have t o  be  v e r y  a t t e n t i v e  t o  t h i s .  
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CHAIRMAN GREENSPAN. T h a t ' s  an i m p o r t a n t  p o i n t .  I t h i n k  
t h a t ' s  t h e  r e a s o n  why Wayne's view about  t r y i n g  t o  g e t  of f  t h e  funds 
r a t e  i s  r e a l l y  a n  impor t an t  i s s u e .  P r e s i d e n t  Syron .  

MR.  SYRON. Mr. Chairman, I s u p p o r t  what you s u g g e s t .  "B" 
symmetr ic .  I do t h i n k  t h a t  t h e  p o i n t  t h a t  h a s  been m a d e - - t h a t  it may
be n e c e s s a r y  f o r  us t o  be w i l l i n g  t o  r e a c t  q u i c k l y ,  i f  t h i n g s  do come 
back s t r o n g l y  on t h e  r e a l  s i d e - - n e e d s  t o  be  emphasized a g a i n .  A l s o ,  I 
t h i n k  what Governor Angel l  s a i d  i s  v e r y ,  v e r y  t r u e .  But i t ' s  l e s s  
c l e a r  t o  m e  how we r e s o l v e  t h a t  i n  t h e  s h o r t  r u n .  So .  a l l  of t h i s  
a r g u e s  i n  my mind f o r  j u s t  s t a y i n g  where we a r e  r i g h t  now. 

CHAIRMAN GREENSPAN. P r e s i d e n t  B lack .  

MR.  BLACK. I a g r e e  w i t h  "B" symmetr ic .  Mr. Chairman. I 
would l i k e  t o  s u g g e s t  t h a t  we c o n s i d e r  moving t h e  "monetary 
a g g r e g a t e s "  p h r a s e  up t o  e i t h e r  f i r s t  o r  second p l a c e .  though.  I ' m  a 
l i t t l e  concerned  by t h e  weakness we 've h a d ,  b u t  I t h i n k  t h e r e ' s  a good 
e x p l a n a t i o n  f o r  i t .  S o .  I t h i n k  Governor Ange l l  i s  r i g h t :  we have not  
been t o o  t i g h t .  But a t  some p o i n t  t h e  a g g r e g a t e s  may g i v e  us a l i t t l e  
more a c c u r a t e  i n f o r m a t i o n  and I ' d  l i k e  t o  pay more a t t e n t i o n  t o  them. 

CHAIRMAN GREENSPAN. May I s u g g e s t  someth ing?  A c t u a l l y ,  if 
we had more t i m e ,  Governor K e l l e y  was go ing  t o  make t h e  p r e s e n t a t i o n  
on t h i s  whole q u e s t i o n .  If you wou ldn ' t  mind,  I ' d  j u s t  as soon w a i t  
u n t i l  t h e  n e x t  meet ing  when we can  d i s c u s s  t h i s  i n  c o n s i d e r a b l y  more 
d e t a i l .  I t h i n k  you ought  t o  be  p repa red  a t  t h a t  t i m e  t o  r e - r a i s e  t h e  
i s s u e  b e c a u s e - -

MR. BLACK. T h a t ' s  f i n e .  

CHAIRMAN GREENSPAN. That  whole s e c t i o n  [ o f  t h e  o p e r a t i o n a l  
pa rag raph]  does  r e q u i r e  us t o  t a k e  a l o o k  a t  it and I t h i n k  it would 
be u s e f u l  t h e n  t o  make some d e c i s i o n s .  P r e s i d e n t  Keehn. 

MR. KEEHN. For t h e  i n t e r i m  p e r i o d  it seems t o  m e  t h a t  t h e  
c u r r e n t  p o l i c y  i s  a p p r o p r i a t e .  There i s  a f a i r l y  s h o r t  i n t e r v a l  
between now and t h e  n e x t  meet ing  and. t h e r e f o r e .  I ' d  be  v e r y
s u p p o r t i v e  of  a l t e r n a t i v e  "B" w i t h  symmetric l anguage .  

CHAIRMAN GREENSPAN. Governor K e l l e y .  

MR. KELLEY. "B"  symmetr ic ,  Mr . Chairman. 

CHAIRMAN GREENSPAN. Governor M u l l i n s .  

MR. MULLINS. I s u p p o r t  "B" symmetric 

CHAIRMAN GREENSPAN. P r e s i d e n t  S t e r n .  

MR. STERN. I .  t o o .  suppor t  "B" symmetr ic .  I d o n ' t  s e e  any 
c a s e  h e r e  f o r  changing  a n y t h i n g .  I do have a l i t t l e  concern  t h a t  
t h i n g s  have worked o u t  e x c e p t i o n a l l y  n e a t l y  t h i s  t i m e .  

CHAIRMAN GREENSPAN. You d o n ' t  t r u s t  i t !  

MR.  STERN. I d o n ' t  t r u s t  i t .  But u n l e s s  we g e t  some major 
d a t a  r e v i s i o n  o r  someth ing ,  I guess  we ought  t o  j u s t - -
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SPEAKER(?). Enjoy it. 


MR. STERN. Enjoy it, right. 


CHAIRMAN GREENSPAN. Vice Chairman. 


VICE CHAIRMAN CORRIGAN. "B" symmetric. Let me just come 

back to this point that Ed Boehne raised first and others have 

commented on. In the period immediately ahead. partly for the reasons 

Tommy Melzer noted, I would worry more about slower real money supply

growth than I would about fast money supply growth. Part of what this 

dilemma about the money supply is telling me at least right now is 

that the money supply really isn't worth a damn either in terms of a 

policy indicator in the short run. Wayne wants to get off the funds 

rate and so do I: but if you're going to get off that. you have to get 

on something else. And it isn't clear to me what else we can get on. 


CHAIRMAN GREENSPAN. That's what Don Kohn keeps telling u s .  

VICE CHAIRMAN CORRIGAN. But this point you're raising, this 

intermediation phenomenon, really could make the policy process in the 

period ahead very, very tricky no matter what horse we're riding. It 

is a worry. 


CHAIRMAN GREENSPAN. I think it's so dramatic that a lot of 
our old guidelines have to be rethought. President McTeer. 


MR. MCTEER. "B" symmetric, Mr. Chairman 


CHAIRMAN GREENSPAN. President Hoskins. 


MR. HOSKINS. With our hard peg on the funds rate, as 
everybody has said, money is the residual: and we don't much know what 
that residual is telling u s .  If you want a suggestion for what we 
ought to be targeting. it's probably the CPI. And if it moves up. we 
ought to raise rates. 

MR. ANGELL. Commodity prices? 


MR. HOSKINS . "B" symmetric! [Laughter] 

CHAIRMAN GREENSPAN. President Guffey 


MR. GUFFEY. "B" symmetric. 


CHAIRMAN GREENSPAN. I guess that leaves President Boehne. 


MR. BOEHNE. "B" symmetric. 


CHAIRMAN GREENSPAN. We have a consensus for "B" symmetric

and I would like to have the language read with the appropriate

[wording]. 


MR. BERNARD. "In the implementation of policy for the 

immediate future, the Committee seeks to maintain the existing degree

of pressure on reserve positions. Depending upon progress toward 

price stability, trends in economic activity, the behavior of the 

monetary aggregates, and developments in foreign exchange and domestic 




f i n a n c i a l  m a r k e t s .  somewhat g r e a t e r  r e s e r v e  
l e s s e r  r e s e r v e  r e s t r a i n t  might  be a c c e p t a b l e
p e r i o d .  The con templa t ed  r e s e r v e  c o n d i t i o n s  
c o n s i s t e n t  w i t h  growth of M2 and M3 over  t h e  
September a t  a n n u a l  r a t e s  of about  5 - 1 / 2  and 

CHAIRMAN GREENSPAN. Would somebody 

r e s t r a i n t  o r  somewhat 
i n  t h e  i n t e r m e e t i n g  
a r e  expec ted  t o  be  
p e r i o d  from June  th rough
3 p e r c e n t .  r e s p e c t i v e l y . ”  

l i k e  t o  move t h a t ?  

V I C E  CHAIRMAN CORRIGAN. I ’ l l  move i t .  

CHAIRMAN GREENSPAN. Is t h e r e  

SPEAKER(?). Second. 

CHAIRMAN GREENSPAN. C a l l  t h e  

MR.  BERNARD. 
Chairman Greenspan
Vice Chairman Cor r igan
Governor Angel1
P r e s i d e n t  B lack  
P r e s i d e n t  F o r r e s t a l  
P r e s i d e n t  Keehn 
Governor K e l l e y
Governor LaWare 
Governor M u l l i n s  
P r e s i d e n t  P a r r y  

a second?  

r o l l  

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Y e s  
Yes 
Yes 

CHAIRMAN GREENSPAN. The FOMC mee t ing  w i l l  a d j o u r n  a f t e r  I 
i n d i c a t e  t h a t  t h e  n e x t  mee t ing  i s  Tuesday,  August t h e  2 0 t h .  

END OF MEETING 




